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l. INTRODUCTION

1. In this Second Report, the Commission concludes its second inquiry into the
availability of advanced telecommunications capability in the United Stategeneral, we find
that advanced telecommunications capability is being deployed in a reasonable and timely fashion,
although we identify certain groups of consumers that may be particularly vulnerable to untimely
access to this capéity. We have seen significant investment in the facilities needed to provide
advanced telecommunications capability, steadily rising subscription rates for advanced services,
and a proliferation of providers in the marketplace. We are encouraged that these factors will
lead to widespread deployment. As with any technology, particularly in its early stages,
deployment of advanced telecommunications capability is not uniform across the nation. Some
consumers will gaiaccess to that capbty before others. While we expect that economic forces
will drive deployment as the market develops, it appears that consumers in certain areas of the
country may be particularly vulnerable to not receiving timely access to advanced

! This inquiry is required by section 706 of the Telecommunications Act of 1996 (the 199658et§706,
Pub.L. 104-104, Title VII, Feb. 8, 1996, 110 Stat. 153, reproduced in the notes under 47 U.S.€&157;
Appendix A.
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telecommunications capability. As discussed below, we have already taken -- and will continue to
take -- steps to ensure that consumers in all regions of the nation have access to advanced
telecommunications capability in a reasonable and timely fashion.

2. In its most basic form, advanced telecommunications capability allows users to
send and receive large amounts of information. More specifically, advanced telecommunications
capability is “high-speed, switched, broadband telecommunications capability that enables users to
originate and receive high-quality voice, data, graphics, and video telecommunications using any
technology.‘a With advanced telecommunications capability consumers can take advantage of
advanced services that allow residential and business customers to create and access content,
sophisticated applications, and high-bandwidth services. For example, advanced services allow
businesses and their customers quickly to exchange data over long distances, doctors to provide
real-time diagnosis to patients in remote areas, people with hearing and speditleslisab
communicate through video links using sign language, teachers to create interactive multimedia
learning environments for their students, and individuals to have faster, more robust access to the
Internet.

3. The E-rate program, authorized by Congress in the 1996 Act and implemented by
this Commission, is an example of our commitment to bring the benefits of the information age to
all Americans. The E-rate provides support for telecommunications services, Internet access and
internal connections, with the goal of allowing every school child and every community to take
advantage of modern communications technology -- both to learn more about the world and to
become proficient at the skills required in the modern wadel Those people who benefit from
the connections provided through the E-rate, having seen the power of the technology, likely will
stimulate demand in their communities by asking for more and better advanced services. The
facilities built to serve schools and libraries through the E-rate program can serve as the
foundation for more broadly available networks.

4. Recognizing the importance of access to advanced telecommunicationstgapab
in modern society, Congress directed the Commission and the states, in section 706 of the
Telecommunications Act of 1996, to encourage deployment on a reasonable and timely basis.
Congress also instructed the Commission to conduct regular inquiries concerning the availability
of advanced telecommunications capability and, based on our findings, to take aatioeléoate
deployment, if necessary. In dirst Report issued in February 1999, we found that the overall
deployment of advanced telecommunications capability generally appeared reasonable and timely,
given the early stage of deployménte lacked adequate data, however, to reach more
definitive conclusions at that time.

5. In conducting our second inquiry and issuing this Second Report, we expanded
our information collection efforts to gain a more comprehensive understanding of the availability
of advanced telecommunications capability. First, we issued a Notice of Inquiry on the issue of

% |d. §706(c)(1).

8 Deployment of Advanced Telecommunications Capability to All Americans in a Reasonable and Timely
Fashion CC Docket No. 98-146, Report, 14 FCC Rcd 2398 (198983t(Repor].
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advanced telecommunications capability in Febr@@g0? In that Notice, we asked four basic
guestions: (1) What is advanced telecommunications capability? (2) Is advanced
telecommunications capability being deployed to all Americans? (3) Is overall deployment
reasonable and timely? and (4) What actionsaegitielerate deployment? Second, in addition to
seeking comment and building a record on these four questions, we launched a formal data
collection program to gather standardized information from providers of advanced
telecommunications capability in the United States, including wireline telephone companies, cable
providers, terrestrial wireless providers, satellite providers, and any other facilities-based
providers of advanced telecommunications capaBiImhird, we convened a Federal-State Joint
Conference on Advanced Telecommunications Services (Joint Conference), consisting of federal
and state regulators, for the purpose of providing a forum for an ongoing dialogue among the
Commission, the states, and local and regional entities regarding the deployment of advanced
telecommunications capability The Joint Conference conducted a series of field hearings across
the country -- from Alaska to Miami -- to gather data on the deployment of advanced
telecommunications capability. The Joint Conference has also begun to develop a publicly
accessible database of “best practices” employed in various regions to spur rapid deployment.
Finally, we undertook a series of in-depth case studies to gain a detailed understanding of how
advanced telecommunications capability is being deployed and used in different communities.
Specifically, we examined deployment in Los Angeles County, California; Waltham,
Massachusetts; Muscatine, lowa; Miller, South Dakota; and Wilsondale, West Virginia.

6. Based on all of the information gathered from our Notice of Inquiry, our data
collection program, the Joint Conference field hearings, our case studies, and reports from
industry, analysts, academics and other agencies, we now issue our Second Report. In the
sections that follow, we address the four basic questions we asked in the Notice of Inquiry. We
make our judgement as to whether deployment of advanced services to all Americans is
reasonable and timely by looking at three major factors. First, we examine subscribership levels,
and how they have changed since Bust Report Next, we look at levels of investment in
infrastructure and projections of future growth with advanced telecommunications capability.
Finally, we assess the choices available to consumers today and in the near future, looking at both
choices among service providers and among technology options.

7. As Congress directed in section 706, we focus omvaédability of advanced
telecommunications capability. Accordingly, we concentrate our efforts largely on addressing the
deployment of the infrastructure necessary to bring advanced telecommunications capability to
consumers, as well as the level of subscribership to the services provided over that infrastructure.
We recognize, however, that deployment of infrastructure alone does not guarantee that the

* Inquiry Concerning the Deployment of Advanced Telecommunications Capability to All Americans in a
Reasonable and Timely Fashion and Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of
the Telecommunications Act of 1998C Docket No. 98-146, Notice of Inquiry, FCC 00-57 (rel. Feb. 18, 2000)
(Second NQI

® Local Competition and Broadband Reportii@C Docket No. 99-301, Report and Order, 15 FCC Red 7717
(rel. Mar. 30, 2000)Data Gathering Order.

® Federal State Joint Conference on Advanced Telecommunications SeBritess 14 FCC Rcd 17622 (1999)
(Joint Conference Ordgr
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benefits of advanced telecommunications capability will flow to all consumers as Congress
intended. Factors such as household income, computer ownership, education, and technical skill,
to name a few, all affect whether consumers are able to access the advanced services available
through advanced telecommunications capability. We also recognize that the speed and ubiquity
of advanced telecommunications capability deployment will depend in large measure on
consumers’ demand for content and services that require this capability. However, many of these
factors implicate a variety of economic, sociological, and demographic issues that are beyond the
scope of this report. Nonetheless, as discussed below, the market for advanced
telecommunications capability is in its early stages and this Commission has already taken
important steps to accelerate andlifate widespread deployment. We will continue and expand
these efforts as we strive to ensure thaAéricans have access to advanced

telecommunications capability.

1. EXECUTIVE SUMMARY
8. This Report answers the four basic questions we set forth in the Notice of Inquiry.

(1) What is advanced telecommunications capability?

e We retain our current definition: infrastructure capable of delivering a speed in excess of 200
kbps in each direction. We denominate as “high-speed” those services capable of delivering
transmission speeds in excess of 200 kbps in at least one direction. Advanced
telecommunication capability and advanced services thus are a subset of the larger “high-
speed” category.

e We reaffirm that a service may have asymmetrical upstream and downstream transmission
paths and still be advanced telecommunications capability as long as both paths are capable of
speeds in excess of 200 kbps to the network demarcation point at the subscriber’s premises.

(2) Is advanced telecommunications capability being deployed to all Americans?

¢ In determining whether advanced telecommunications capability is being deployed to all
Americans, we examine the networks used to provide those advanced services, including the
backbone, the middle mile, the last mile, the 184 feet, and connection points to those
facilities.

e We conclude that, as of December 31, 1999, there were approximateljliar8residential
subscribers of high-speed services. We further estimate that approximately 1.0 million of
these users subscribed to services that meet our definition of advanced telecommunications
services. This is a three-fold increase in residential advanced services (again, full two-way
services) from the previous year.

e At the end of 1999, there were approximatelyrilion high-speed lines providing service to
large business and institutional customers. We estimate that almost all of these lines satisfy
our definition of advanced telecommunications capability.

e Subscribers to high-speed services are spread throughout all fitty states, the District of
Columbia, and Puerto Rico. In addition, there is at least one subscriber to high-speed services
in 59 percent of the country’s zip codes, and 91 percent of the country’s population lives in

5
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these zip codes. The data further indicates that population density is highly correlated with
the availability of facilities acessary to support advanced services.

In determining whether advanced telecommunications capability is being deployed to alll
Americans, we undertake an examination of deployment of advanced services in various
locations throughout the United States: Los Angeles County, California; Waltham,
Massachusetts; Muscatine, lowa; Miller, South Dakota; and Wilsondale, West Virginia.

We also review community-based deployment efforts in order to identify successful strategies
that have led to increased access to advanced telecommunicationig\capabwe examine
trends in investment and growth in various high-speed access technologies.

(3) Is overall deployment reasonable and timely?

Recognizing that the development of advanced services infrastructure remains in its early
stages, we conclude that, overall, deployment of advanced telecommunications capability is
proceeding in a reasonable and timely fashion. Specifically, competition is emerging, rapid
buildout of necessary infrastructure continues, and extensive investment is pouring into this
segment of the economy.

We conclude that there has been ample national deployment of backbone and other fiber
facilities that provide backbone functionality. There is no indication that specific types of
areas have inadequate access to backbone or functionally equivaléesfac

We find that extensive middle mile facilities exist; that innovative compression and modulation
techniques continue to expand the capability of existing fiber links; and that the broad
geographic distribution of subscribers to high-speed services demonstrates the wide
availability of middle mile facilities. Nonetheless, there remains the potential that a bottleneck
exists in certain areas and that a lack of competition in that market could lead to high prices.

We find that, throughout the country, deployment of last-mile facilitiesippat advanced
services is expanding rapidly.

Despite our conclusion that deployment is reasonable and timely overall, the data support the
troubling conclusion that market forces alone may not guarantee that some categories of
Americans will eceive timely access to advanced telecommunicationsiliigpalye identify

certain categories of Americans who are particularly vulnerable to not having access to
advanced services. These include low-income consumers, those living in sparsely populated
areas, minority consumers, Indians, persons with disabilities and those living in the U.S.
territories.

We find that approximately 52 perceasftschools have high-speed connections to the Internet,
largely as a result of the use of the E-rate for high-speed services.

Current regulatory requirements will help ensure that advanced servieeseassible to

persons with disabilities. However, it still appears likely that, in the near future, some
networks and services will be developed that areanog¢ssible to this population.

There does not appear to be a lack of infrastructure with respect to the last 100 feet, and we

6
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are currently considering questions regarding access to inside wires and otherilgigsh fac

(4) What actions by the Commission vaiticelerate deployment?

e In accordance with our statutory mandate, we are committed to ensuring that advanced services
become available to all Americans. We believe the recommendations outlined below, many of
which are already are underway in separate dockets, will promote access to advanced services
especially to consumers we have identified as being particularly vulnerable to not being served by
the operation of market forces alone.

e We are considering modifications to our collocation rules to provide for competitive
access to incumbent LECs’ remote terminals.

e We are considering streamlining the equipment approval process for customer
premises equipment with advanced telecommunications capability.

e Upon completion of our current work on the high-cost support mechanism for rural
carriers, and in collaboration with the states, we will consider the appropriate
mechanisms to ensure broadband access for customers who do not have access as a
result of market forces. In addition, we will further examine our rules for the E-rate
program to determine if we can encourage broadband services and connections; and if
sharing of school and library facilities can impr@ageess or deployment in
surrounding communities.

o We will consider whether to alloaccess by multiple Internet service providers to
cable companies' infrastructure for the delivery of advanced services

e We will examine ways to make more licensed and unlicensed spectrum available for
broadband services, as well as ways to enable the increased use of spectrum.

o We will increase data collection and dissemination practices in order to monitor more
closely the deployment of advanced telecommunications capability.

9. We also encourage several additional entities to consider actions that will
encourage investment in, and stimulate demand for, advanced services and reduce the cost of
deployment. Additionally, we encourage the integration of telecommunications and economic
development policies, as well as increased funding for technological research and development,
particularly for the purpose of developing solutions to serving remote and low-demand areas.

[l. WHAT IS ADVANCED TELECOMMUNICATIONS CAPABILITY?

10. In this section, we address the first question asked in our Second Notice of
Inquiry: What is advanced telecommunications capability? Sec@6r{b) of the 1996 Act
defines advanced telecommunications capability as “high-speed, switched, broadband
telecommunications capability that enables users to originateeeete high-quality voice, data,
graphics, and video telecommunications using any technology.” FirdieReport we defined

“broadband” -- and, in effect, advanced telecommunications capability and advanced services -- as

“having the capability ofigoporting, in both the provider-to-customer (downstream) and the
customer-to-provider (upstream) directions, a speed (in technical terms, ‘bandwidth’) in excess of

7
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200 kilobits per second (kbps) in the lasle.”” We stated several reasons for choosing 200

kbps. First, it appeared that Congress intended advanced telecommunications capability to be
faster than ISDN service, which operates at a data rate of 128 kbps and was widely available at
the time of the 1996 A&. Also, 200 kbps is enough to provide the most popular applications --
to change web pages as fast as one can flip through the pages of’aFﬁna:Ily, we required

that both upstream and downstream paths have this capadiidayde Section 706 (b) uses the
words “originateand receive.*’

11. Inthis Report, we again examine the availabilit@® kbps, or faster, speeds in
both the upstream and downstream paths of the last mile. However, we use the terms “advanced
telecommunications capability” and “advanced services” to refer to this capability. Sikgesthe
Report the terms “broadband” and “broadband services” have come to include a much broader
range of services and facilities. In light of its now common and imprecise usage, we decline to
use the term broadband to describe any of the categories of services on facilities that we discuss in
this report. Rather, we denominate as “high-speed” those services with over 200 kbitis/capab
in at least one direction. Thus, high-speed is the larger category, consisting of those services and
facilities with a transmission speed2ffO kbps in at least one direction. Advanced
telecommunications capability and advanced services form a subset of this larger category and
denote that portion capable of 200 kbps or greater transmisdiothidirections.

12.  In keeping our present definition, we follow the suggestion of several commenters
who observe that it sets a standard above the bandwidth that most residential customers use
today, but well below the fastest rates possible with today’s technotogiés.view this
definition as a benchmark. If it reflects merely what most residential customers want or are
receiving today, then we risk setting our sights unduly low. We think Congress meant us to do
more.””> We are particularly reluctant to lower our standard for the upstream path below 200
kbps. To do so would omit transmissions of home and community events, frustrating important
applications of advanced telecommunications capability. It would omit lip-reading and signing,
denying a major potential benefit for persons with speech and hearinititgisamd those
wanting to converse with them. Narrowband upstream paths would also render difficult, if not
impossible, many advanced telecommunications capability applications for telecommuting,

’ First Report 14 FCC Rcd at 2406.
% 1d. n.13.

° |d. at 2406. 200 kbps is more than enough bandwidth to permit the video transmission of sign language. In
comparison, typical business teleconferencing services are 120-250 kbps, conventional televisions are 750 kbps to
1 Mbps, videocassette tapes are 1.5 Mbps, and movie theatre images are several Mbps. As changes in
technology, such as compression, advance we may need to revise our defgeganfrapara. 14.

19 section 706(b) (emphasis addeglyst Report 14 FCC Red at 2406-07 & n.17.
1 Bell South comments at 8; MCI WorldCom comments at 4; OPASTCO comments at 2.

12 AT&T comments at 2-9; Bell Atlantic comments at 2-5; Citizens Communications comments at 11; GTE
comments at 8-9; Metricom, Inc. comments at 4-6; NCTA comments at 26-27; Northpoint Communications, Inc.
comments at 6-7; SBC corrected comments at 5-6.
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consumer-originated broadcasting, distance education, desktop publishing, and hetith\ere.
believe that Congress intended advanced telecommunications capability to bring to all Americans
a two-way, truly interactive medium, rather than one that is passive and entertainment-oriented.

13.  We also re-affirm the other definitional findings of diirst Report™* These
findings include that a service may have asymmetrical upstream and downstream paths and still be
advanced telecommunications capability as long as both paths provide speeds in excess of 200
kbps to the network demarcation point at the subscriber’s premises.

14. We emphasize, as did okirst Report that our definition of advanced
telecommunications capability will evolve over tifeFuture reports will reconsider it in light of
changing conditions in both supply and demand. We may change the definition, for example, if
compression technologies make possible with 100 kbps what now requires more than 200 kbps.
We may also increase the speed as higher bandwidths become more aftdatadmedemand
among millions of residential customers takes firm sﬁén@eriodically reviewing these
definitions will ensure flexibility that fits the dynamic, recurrent review process that section 706
contemplates.

V. IS ADVANCED TELECOMMUNICATION CAPABILITY BEING DEPLOYED
TO ALL AMERICANS?

15. Inthis section, we address the second question that we asked in our Second
Notice of Inquiry: Is advanced telecommunications capability being deployed to all Americans?
In order to answer this question, it is instructive to begin with a brief overview of the networks
used to provide advanced services, followed by a description of the specific technologies
employed in those networks. We then discuss the subscribership data reported by providers who
completed our Broadband Survey. Next, we discuss our findings from the case studies we
conducted in various communities across the nation. The case studies provided us insight into
practices that communities have employed to encourage providers to offer services in their
communities, which we detail in the “Best Practices” section of this report. Finally, we discuss
industry and analyst assessments of investment and deployment.

13 see Public Utility Law Project comments at 5-6 (businesses, hospitals, schools, libraries and museums may
choose to locate in low-income neighborhoods only if they can transmit as wedkagrdita at high-speeds).

1 First Report 14 FCC Rcd at 2406-2407 (advanced telecommunications capability must be two-way and
switched, but upstream and downstream paths need not be in the same self-contained offering; advanced
telecommunications capability includes facilities that have been upgraded or otherwise altered in ways that make
them capable of high-speed bandwidth).

'° 1d. at 2407-2408.
8 Commercial Internet Exchange comments at 4.

" We may also elaborate the definition of advanced telecommunications capability to include maximum allowable
amounts of latency, delay and packet loss. Two-way video conferencing, for example, could be degraded to a
significant degree if a certain technology or congestion in a network introduced a one-second delay in the exchange
of video or audio signals.
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A. Overview of the Networks Used to Provide Advanced Services

16.  Advanced services are provided using a variety of public and private networks that
rely on different network architectures and transmission paths. Some of these networks, like the
Internet, are public in the sense that access to the network is open to all users. Other networks,
like those built and maintained by corporations for their internal use, are private in the sense that
access to the network may be restricted to a particular class of users, often the corporation’s
employees. Moreover, depending on the network, data may travel from the sender to the
recipient over various architectures and transmission paths such as copper wire, cable, terrestrial
wireless radio spectrum, satellite radio spectrum, or a combination of these and other media. In
addition, data may be transmitted using different communications protocols that manage and
direct traffic at different layers of a particular netwdtk.

17. Although advanced services are provided over myriad combinations of public and
private networks using a variety of transmission paths and protocols, for the purposes of this
report we focus on the physical components of the network infrastructure. For simplicity, we
have divided network infrastructure into four general categories: backbone, middle mile, last mile,
and last 100 fe€f. In addition, we refer to the points of connection between these components of
the network as connection points.

18. In conceptualizing the categories of network infrastructure identified above, we
find it helpful to analogize network infrastructure to a system of roads. In our simplified analogy,
each of the categories corresponds to a different type of road:

Backbone -- Multi-lane Interstate Highway: Backbone provides a long-distance, high-
capacity, high-speed transmission path for transporting massive quantities of data, much
like the way a large multi-lane interstate highway allows large amounts of traffic quickly to
travel long distances. Most backbone consists of fiber optic lines, either buried in the
ground or laid under the sea. In addition, backbone can be provided using satellite
systems and radio spectrum.

Middle Mile -- Divided Highway: As its name suggests, middile facilities provide

relatively fast, large-capacity connections between backbone and last mile, similar to the
way a divided highway may connect local roads to multi-lane interstate highways. Middle
mile facilities can range from a few miles to a few hundred miles. They are often
constructed of fiber optic lines, but microwave and satellite links can be used as well.

8 For instance, the Internet Protocol (Transmission Control Protocol/Internet Protocol suite) supports
interconnections across any physical transport medium, including wireline, terrestrial wireless and satellite, at
various rates, and can support various applications. Other transmission protocols such as asynchronous transfer
mode (ATM) or frame relay exist within other networks capable of supporting advanced telecommunications
capabilities.

9 These four network components are useful for organizing our analysis; however we recognize that because of
the wide variety of network architectures and transmission media that deliver advanced telecommunications
capabilities, some of these categories may overlap or be absent in a specific situation. Additionally, we note that
the pictures and maps in this report depict logical and symbolic simplifications of the extremely complex and
dynamic interconnections that support advanced telecommunications capabilities and services.

10
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Last Mile -- Local Road: The last mile is the link between the middle mile and the last 100
feet to the end-user’s terminal. The last mile is analogous to the local road between a
larger, divided highway and a traveler’s driveway. A last mile with advanced
telecommunications capability provides speeds in exce230okbps in each direction.

Last miles may consist of cable modem service, digital subscriber line (DSL) service,
terrestrial wireless service, or satellite service. Some last-mile segments -- for example
those on certain cable systems -- provide faster downstream speeds than upstream speeds
either because their network configurationnmot support the higher upstream speed or
because they rely on a telephone return path.

Last 100 Feet -- Driveway: The last 100 feet is the link between thailasind the end-
user’s terminal, which is similar to the way a driveway connects a traveler’'s home or office
to a local road. The last 100 feet includes the in-house wiring found in a consumer’s
residence, the wiring in an apartment or office building, the more complex wiring in a
wireline local area network, or the wireless links in a local wireless network.

Connection Points -- Intersections, On-Ramps, and Interchanges: Connection points are
the places at which the various components of the network interconnect, often with the aid
of an electronic or optical device (e.g., switches and routers between the middle mile and
backbone), so that data can move across the network. Connection points are analogous to
the intersections, on-ramps, and interchanges between local roads, divided highways, and
multi-lane interstate highways.

B. Components of the Network

19. In this section we examine each of the components of the network described
above, both in terms of the technology used and the types of entities providing these components.
We focus particularly on the last miledause it is a critical link between existing backbone and
middle mile infrastructure on the one hand and the last |00 feet to the end-user’s terminal on the
other hand. In examining each component of the network, we also attempt to identify any major
technological barriers to deployment of advanced telecommunications capability.

1. Backbone Facilities

20. At the core of the physical infrastructure supporting advanced telecommunications
capabilities are nationwide backbone transport facifitiestuch of the terrestrial fiber optic
backbone in this country has been constructed along public rights of way created for railroad,
telephone, and electric-utility owned companies. Providers have created additional backbone
capacity in the form of undersea cables and satellite systems.

21.  National backbone transport providers in the United States include large
nationwide providers such as AT&T, WorldCom and Sprint and a number of smaller facilities-

2 |n this report we use the term backbone to refer to high-speed physical transport. Our use of the term is
broader than, and distinguishable from, an Internet backbone that uses interstate transport networks to transport
Internet traffic.

11
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based transport providers, as depicted on the following map, FigurEhkre are an additional

35 to 50 wireline, terrestrial wireless and satellite-based national Internet backbone providers,
with varying amounts of physical facilitiés. The major Internet backbone providers transport
traffic with capacity ranging from approximately 155 Mbps to over 10 Gbps (OC-3 to OC-192
equivalent speeds).

22. Although the cost of building and maintaining backbone facilities is high, there do
not appear to be significant technological barriers to deployment of these facilities. To date,
advances in fiber optic and microwave technologies have allowed backbone capacity to keep pace
with demand for backbone facilitiés. While backbone capacity does not appear to present a
barrier to deployment of advanced telecommunications capability at this time, the abitibess
that capacity presents other questions which are addressed later in this section.

2. Middle Mile Facilities

23. Middle mile facilities provide transport or routing from last mile aggregation
points in order to interconnect and exchange traffic with national backbone providers or directly
with other middle mile networks. It appears that most fiber optic, middle-mile facilities, like
backbone, exist along public rights of V\fgyOther middle miles include fixed wireless and
satellite links™’

ZLm Corp., North American Fiberoptic Long-Haul Routes Planned and in Riatay 2000. Copyrighted.
Permission to reproduce paper copies obtained from KMI. No electronic reproduction permitted.

22 Boardwatch Magazine's Directory of Internet Service Providers, Introduction to the Directory of Internet
Service Providers (1999) (visited July 25, 2000)
<http://boardwatch.Internet.com/isp/summer99/introduction.htmli> (listing 44 Internet backbone service
providers); National Telecommunications and Information Administration & Rural Utilities SeAdeanced
Telecommunications in Rural America: The Challenge of Brining Broadband Service to All Americans
http://www.rtia.doc.gov/reports/ruralbb42600.pdf> at 8 (Apr. 2000)IA/RUS Repoyt

% Boardwatch Magazine's Directory of Internet Service Providers, Introduction to the Directory of Internet
Service Providers (1999) (visited July 25, 2000) <http://boardwatch.Internet.com.isp.Htrhk>and Spokes: A
Telegeography Internet ReadéreleGeography, Inc., (2000)

# See, e.g.Price Waterhouse Coopefigchnology Forecast: 2000, Carrier Backbone Transmission Networks
at 452-63 (2000).

% |n a recent study, NECAuggests construction of additional transport facilities across private property,
including farm land, significantly increases the cost of construction. NECA Rural Broadband Cost Study, 2000
(visited Aug. 1, 2000) <httpwivw.neca.org/broadban.asp>.

% SeeAT&T comments at 19-2INTIA/RUS Reporat 9.
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24.  Many middle mile facilities were originally built by telephone and cable companies
for ordinary telecommunications or cable television services. For example, the fiber optic
connections that transport telephone traffic between telephone company central offices can be
considered middle mile facilities. Additional examples of middle mile networks include statewide
networks such as the fiber optic network in South Dakota and numerous regional commercial
enterpriseﬁ.7 The following map, Figure 2, shows South Dakota’s state-wide network.

Figure 2

1 [ L
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South Dakota Network Fiber Route

Indian Reservation
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25.  Many providers of middle mile transport lease capacity on their networks to non-
facilities based Internet service providers (ISPs) and high-speed providers, who find the transport
speeds adequate to meet their needs. For example many local exchange carriers (LECs) currently
lease the fiber or high-speed lines connecting their central offices. Most cable systems also have
fiber or satellite transport facilities to regional and national backbone, which they may lease to
other providers. In addition, there are entities known as Global Service Providers providing
interLATA transport servic&’

" Examples of regional commercial networks include: Electric Lightwave, with an OC12 trunk in the Pacific
Northwest; CapRock Communications, which connects second tier communities in Texas; arwbnithe r

formed America’s Fiber Network, a consortium of energy and telecom companies that promises to provide
transport facilities to the nations Tier 2 and Tier 3 citBeeElectric Lightwave (visited July 25, 2000)
<http://www.eli.né>; America’s Fiber Networlex parte(June28,2000; America’s Fiber Networkls the Digital
Divide a Mirage? 5/1/2000 at 42, (2000).

% SeeT-NETIX (visited July 25, 2000%http://www.uswest.com:80/ps/gsp.html> (for infaation about US
West's Global Service Provider).
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26. As demand for middle mile facilities has increased, existing providers and new

providers have deployed additionaf
facilities. As Figure 3 Figure 3 - US Fiber Route Miles Have

demonstrates, in the past five @ Doubled Since 1995

years, the amount of fiber miles 5

deployed in the United States has| & %88’888 —2
doubled® Interexchange carriers,| & 150,000 —————
incumbent and competitive local 5 1281888 -

exchange carriers, cable television i 0 T —

i i i G-] U o © A D D M
companies and others, including I I R R L LR
fixed wireless service providers,

have invested enormous amounts Source: FCC Fiber Deployment Report (1993-1998); MMTA & TIA, 2000
. . . MultiMedia Telecommunications Market Review and Forecast (1999-2003)
of moneg/ into construction of fiber

facilities.™

27. We noted in thé&irst Reportthat high capacity fiber connects to almost every
local exchange carrier central offite Indeed, significant amounts of unused high capacity fiber,
typically referred to as dark fiber, exist within the fiber conduit connecting local exchange carrier
central offices” In part because of the lack of ubiquitous alternative miaiéetransport, we
recently determined that interoffice dark fiber transport qualified as an unbundled network
element’® This determination allows competitive carriers access to interoffice dark*fiber.

3. Last Mile Facilities

28. Last mile facilities provide the connection between middle mile facilities and the
last 100 feet to an end-user’s terminal. While all components of the network play important roles
in the delivery of advanced services, we focus particular attention on the deployment of last mile

2 Fiber miles are the sum of the number of miles of each cable multiplied by the number of fiber strands in each
cable; this includes both lit and unlit stranBier Deployment Update, End of Year 19B&C, Industry

Analysis Division (visited July 25, 2000) <httpultw.fcc.gov/Bureaus/Common_Carrier/Reports/FCC-
State_Link/Fiber/fiber98.pdf> (FCC Fiber Deployment Update, 1998).

%9 Multimedia Telecommunicationsss'n & Telecommuniations IndustryAss’n, 2000 MultiMedia
Telecommunications Market Review and Foredasier Optic Spendingat 67 (2000).

3L First Report 14 FCC Rcd at 2417 (“High-capacity fiber goes into almost every telephone central office in this
country, and new Dense Wave Division Multiplexing technology will increase its capacity hugely.”)

%2 The local exchange carriers that serve about 90% of local customers had, at the end of 1999, a total of 10.2
million fiber miles of dark fiber. The vast majority of this was between central off@esARMIS Report
(visited July 25, 2000) <http://gullfoss.fcc.gov:8080/cgi-bin/websqgl/prod/ccb/armisl/forms/43-08/framela.hts>.

% Implementation of the Local Competition Provisions of the Telecommunications Act pT h@8i6Report &

Order & Fourth Further Notice of Proposed Rulemaking, 15 FCC Rcd 3696, 3853 (ago)(ber Orde) (“a
competitive wholesale market for alternative network elements has not developed for dedicated transport, in part
because of the lack of ubiquitous transport alternativpstijions for reconsideration & appeal pending

34 Dark Fiber Order 15 FCC Rcd at 3772, 3376, 3785-86 (“interoffice transport”), 3843-45 (“we modify the
definition of dedicated interoffice transport to include dark fiber”), 3852-55.
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facilities kecause they are often the missing link in communities that do not have access to
advanced telecommunications capability. The last mile connection to the end-user can take the
form of cable modem service, digital subscriber line service (DSL) or some other LEC-provided
service, terrestrial wireless service, or satellite service. Some operators of last mile facilities, like
cable providers, transport data entirely over facilities that they own. Others, including many
terrestrial wireless providers, lease transport to regional and/or national connection points from
local exchange carriers. Last mile facilities called very small aperture terminals (VSATS) may also
use satellite links to transport traffic to middle mile facilities or directly to the national backbone
networks® In the sections that follow, we examine each of the four major technologies used to
provide last mile facilities: cable modem service, DSL and other LEC-provided services,
terrestrial wireless, and satellite service. We discuss the types of entities that provide these last
mile facilities, from the technology used to deliver advanced services and subscribership rates, to
their investments in infrastructure and analysts’ forecasts, as well as the significant technological
barriers to deployment of each technology.

a. Overview of Cable Modem Service

29. Cable companies offer advanced services, most notably high-speed Internet access
services, using cable modem technologies. Cable modem technologies rely on the same basic
network architecture used for many years to provide multichannel video service, but with
upgrades and enhancements to support advanced sétvides typical upgrade incorporates
what is commonly known as a hybrid fiber-coaxial (HFC) distribution plBffC networks use a
combination of high-capacity optical fiber and traditional coaxial GAbldost HFC systems
utilize fiber between the cable operators’ offices (the “headend”) and the neighborhood “nodes.”
Between the nodes and the individual end-user homes, signals travel over traditional coaxial cable
infrastructure. These networks transport signals over infrastructure that serves numerous users
simultaneously, i.e., a shared network, rather than providing a dedicated link between the provider
and each home, as does DSL technology. As discussed below, the shared architecture of cable
networks poses certain challenges for providers that seek to offer high-speed Internet access or
other advanced services over cable infrastructure.

% Very small aperture terminals OWSATs" are mall earth stations or antennas usually designed to operate in
the Ku satellite band that are installed at a user location to allow two way communications via satellite. In
addition to providing point to multipoint data network services to merchants to transmit credit card, inventory
management and other business related ¥&ATs are used for distance training and high speed intranet and
Internet access.

% As noted in thé&irst Report our inclusion of cable modem technology in our assessment of advanced
telecommunications capability does not implicate any determination by this Commission as to whether cable
services constitute telecommunications services.

3" HFC networks can be composed of any combination of fiber and coaxial cable. The most common
architecture is fiber to the node (FTTN) which involves a fiber cable to each cluster of subscriber homes or
neighborhood, where the optical signal is converted for coaxial cable for delivery to individual homes. Less
common architectures include fiber to the curb (FTTC) where a single strand typically serves between 8 and 16
homes, and fiber to the home (FTTH) where each individual home has its own fiber terminatioiseeint.

Texas A&M University, Department of Computer Science (visited July 25, 2000)
<http://mwww.cstamu.edu/people/jhamann/hfc/node3.htmi>.
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30. Before offering high-speed Internet and other two-high-speed services, most
cable providers upgrade their networtksT his process often includes extending optical fiber
closer to the end-user and improving system quality to reduce signal I€aKeigeugh this
upgrade process, cable operators typically increase the system’s transmission capacity to 550
MHz or 750 MHz, which allows the operator greater fléighin allocating bandwidth for two-
way high-speed services without reducing the capacity available for existing video sérvices.

31. Upgrading a system for high-speed Internet service typically requires installation of
equipment that enables the transmission of digital data packets: routers, switches, and a cable
modem termination system. Further, to allow the high-speed transmission of data over the cable
infrastructure in both the upstream and downstream directions, operators install amplifiers and
optical lasers in both directions. Without such equipment, providers typically can provide high-
speed service only in the downstream direction and must rely on a telephone line return path.
Once an HFC network is upgraded, new services are available to all homes passed by the
upgraded infrastructure. This contrasts with DSL technologies, where variations in legacy outside
plant conditions can lim#éccess to certain end-users even in upgraded areas, and with wireless
technologies where line-of-sight requirements may be a factor.

32. Many cable systems providing high-speed data services offer asymmetric service,
asthe great majority of available bandwidthalfocated for downstream transmissions. The
limited remaining bandwidth available for the return path results in lower upstream speeds. Most
systems’ upstream capacity appears to be sufficient to support current consumer demand for
established services such as web surfing. In some instaneesyer, this asymmetric service
may not offer sufficient upstream spdedjualify under our definition of advanced
telecommunications capability. As consumers use applications with higher upstream requirements
such as video conferencing, cable operators may need to allocate greater network capacity for
upstream transmission.

33.  Under optimal conditions, and using the best available technology, an upgraded
cable system can provide maximum downstream speeds of 27 Mbps and maximum upstream
speeds of 10 Mbps, more than sufficient to qualify as advanced telecommunications cé]pability.

In practice, however, cable transmission speeds typically range from several hundred kilobits per

3% Cable operators are struggling to meet consumer demand for high-speed residential tuesssea e.g.,
Richard Bilotti, Benjamin Swinburne, Morgan Stanley Dean WiBeoadband Industry Update — The Time to
Buy Selectivelat 3 (2000)One analyst notes that sufficient labor appears to be in place to accommodate the
upgrade schedules of the major cable operatsegStanford C. Bernstein & Co. and McKinsey & Co., Inc.,
Broadband!at 71 (2000) (Bernstein/McKinsegroadband).

% Signal leakage can result in either lost data or the transmission of unusable data. Digital signals are

composed of discrete packets of information and carry error-correcting codes that can regenerate any lost data. If
these error-correcting codes are lost due to system leaks, the packets may not be transmitted accurately or may be
re-assembled incorrectly at the receiving end.

0" Operators typically devote approximately 90% of their system capacity to traditional video services.
Bernstein/McKinseyBroadband!at 39.

*1 See Annual Assessment of the Status of &titinp in the Market for the Delivery of Video Programmifg
Docket No. 99-230, Sixth Annual Report, 15 FCC Rcd 978, 1004, 1 56 (283 Yideo Competition
Repor). In most cases, however, cable operators offer a maximum theoretical downstream capacity of 10 Mbps.
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second to 1.5 Mbps. The lower speed is attributable to several factors. First, because of the
shared architecture of cable networks, the bandwidth — and consequently the speed — available to
any single user drops as the number of simultaneously active users intredsesnd, a

system’s transmission speed is affected by the proportion of capacity devoted to advanced
services. Third, congestion on the Internet itself often limits the speededs to well below 10

to 27 Mbps. Given these limitations on system throughput, cable operators typically offer a
“maximum speed available” rather than a guaranteed stable speed of service.

34. High-speed Internet access over cable is available primarily to the residential
market:® Several factors may explain this. First, cable operators historically have deployed
facilities for video services to the residential market. This leaves them poorly situated to offer
service to many business districts. Second, cable’s shared network architecture makes it difficult
for providers to guarantee the consistent high speeds and secure transmissions that some business
customers require. Third, the relatively narrow bandwidth typically allocated to upstream
transmission renders cable unable to provide upstream speeds and symmetric transmission
capabilities sufficient tougpport the requirements of some business custothers.

b. Overview of Digital Subscriber Line Service

35.  Since 1996, local telephone carriers have offered consumers high-speed data
service through their digital subscriber line (DSL) service offerings. With the addition of certain
electronics to the telephone line, carriers can transform the copper loop that already provides
voice service into a conduit for high-speed data traffic. While there are multiple variations of
DSL, some of which we discuss below, most DSL offerings share certain characteristics. With
most DSL technologies today, a high-speed signal is sent from the end-user's terminal through the
last 100 feet and the lastile (sometimes a few miles) consisting of the copper loop until it
reaches a Digital Subscriber Line Access Multiplexer (DSLAM), usually located in the carrier's
central office. At the DSLAM, the end-user's signal is combined with the signals of many other
customers and forwarded though a switch to middle mile facilities.

36. The most common form of DSL used by residential customers is asymmetric DSL,
or ADSL.* As its name suggests, ADSL provides speeds in one direction (usually downstream)
that are greater than the speeds in the other dire“&tiMany, though not all, residential ADSL
offerings provide speeds in excess of 200 kbps in only the downstream path with a slower

2 See 1999 Video Competition Repdf FCC Red at 1004,  56.

3 See infrapara. 0; Jeff Camp, Richard Bilotti, Simon Flannery, and Mary Meeker, Morgan Stanley Dean
Witter, The Broadband Report - Reaping What You Sow: ROI in the Broadband Mafa{2000) (Morgan
Stanley Dean WitteBroadband Repo)t

** Morgan Stanley Dean WittsFhe Broadband Repodt 12.

%5 In using the acronym “ADSL,” we are referring gealigrto DSL service that is asymmetric, not the specific

protocol ADSL.

6 AT&T reply comments at 3; Bell Atlantic comments at 4; GTE comments at 9; NTCA comments at 3.
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upstream path and thus do not meet the standard for advanced telecommunications ¢apability.
However, ADSL permits the customer to have both conventional voice and high speed data
carried on the same line simultaneously because it segregates the high frequency data traffic from
the voice traffic. This segregation allows customers to have an “always on” connection for the
data traffic and an open path for telephone calls over a single line. Thus a single line can be used
for both a telephone conversation and for Internet access at the same time. A survey of various
LEC web sites indicates that prices for low-end ADSL service typically range from $39.95 to
$49.95 per month. Faster ADSL services ranged from $99.95 to $179.95 per month.

Installation fees ranged from free, typically where customers are offered “DSL in & box,”

$99.95, where a technician visit is necessary to install premises equipment.

37. Incontrast to ADSL, symmetric DSL (SDSL) provides users with equal speeds in
the downstream and upstream path, usually in excess of 200 kbps. Because of the symmetrical
nature of SDSL, it is well-suited to applications that require high-speed capacity in the upstream
path, such as videoconferencing. Because of its higher capacity needs, SDSL service typically
requires a dedicated copper pair for its high-speed data transmissions. The price of SDSL service
currently ranges from $150 to $450 per month, with installation costs ranging from free to $1550,
and equipment costs from $225 to $360, depending on the transmission speed desired and the
equipment purchas€d.

38. DSL service is subject to certain limitations that currently prevent it from being
deployed as a last mile facility to all potential end-users. First, it is distance sensitive. Currently,
an ADSL customer must be within approximately 18,000 feet of the carrier’s central office; SDSL
customers must be between 10,000 and 12,000 feet of the central office depending on the speed
of the service in questiosﬂ.Eighty percent of the subscriber loop plant falls within these distance
limitations™* and thus is capable of supporting DSL service, but this factor remains an impediment
to DSL deployment in more sparsely populated and remote locations. New technologies may
allow DSL deployment at substantially greater distafces.

39. The second factor limiting the deployment of DSL to some potential customers is
the presence on their loops of load coils and bridged taps, devices that were used to enhance the
quality of voice traffic over the copper. While they improve the quality of voice transmission,

*" Depending on the configuration of tABSL technology deployed by the carrier, rates ranging from 1.544
Mbps to 6.1 Mbps can be achieved in the downstream path, and rates ranging from 90 kbps to 640 kbps may be
achieved in the upstream path.

8 “DSL in a box” is a form of ADSL in which the provider sends the custoittersfand a modem that the
customer installs. By having the customer install these filters, the provider avoids sending a technician to the
customer’s premises, thus reducing the time and cost associated with estaBli3Bingervice.

9 Based on a survey by Commission staff of SDSL service offering posted on the Internet.
0 As distance from the telephone company’s central office decreases, the potential data rate increases.

*L General Introduction to Copper Access Technolqdiésited Aug. 1, 2000)
<http://www.adsl.com/general_tutat.htmlI>.

%2 AT&T comments at 11 (“Next generation Digital Loop Carrier deployed using fiber distribution facilities to
the central office makes DSL throughput virtually independent of customer distance from the central office”).
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these devices prevent the deployment of DSL service over a line on which they are installed.
Thus, in contrast to an upgraded cable network, which can offer upgraded service to all homes it
passes, LECs must “condition” each end-user’s line by removing the load coils and bridged taps
while increasing the strength of the signal to mairtteenguality of the line’s voice traffic.

Moreover, older loops or loops in need of maintenance, which may occur in poor or inner-city
areas, pose additional problems for the deployment of DSL service. Frayed insulation or poorly
spliced loops can cause signal leakage, which can result in poor quality transmission.

40. A third factor that impedes DSL deployment is the choice by some incumbent
local exchange carriers to abandon copper wire and instead deploy Digital Loop Carrier (DLC) in
their networks. DSL service is incompatible with most currently deployed DLC systems.
However, it appears that new DLC products will allow DSL providers to circumvent this
limitation.

C. Overview of Other LEC-Provided Wireline Services

41. In addition to DSL offerings, many local exchange carriers offer more traditional
high-speed, circuit switched services like T1 lines, which have been available for some time. The
monthly charge for T1 service can range from $450 to $2000, with installation cost ranging from
$750 to $5500, depending on the transmission speed desired and equipment pf’f‘rchased.
Additionally, local exchange carriers have used fiber technology for many years for their
interoffice plant. It is also used to deliver signals at speeds in excess of 45 Mbps directly to
certain large business customers. Most residential and smaller business customers currently do
not need the transmission speed of fiber, and the cost of fiber service generally makes it
prohibitive for all but the largest users. Several fiber-based residential architectures have been
devised®; however, the high cost associated with deploying this technology makes it economically
viable, if at all, only in the most densely populated of residential settings.

d. Overview of Fixed Wireless Service

42.  Wireless services and technologies have the potential to deliver high-speed services
to residential, rural, and otherwise underserved areas and to increase competition in the last mile
in the near future. As discussed below, fixed wireless technologies may offer unique advantages
and quick-to-market solutions for the delivery of high-speed services in a number of
circumstanced’ At present, however, technical limitations may constrain the breadth of their

3 Based on a survey by Commission staff of T1 service offerings posted on the Internet.

% SBC's “Project Pronto” is an architecture that is focusing on residential customers and pushes fiber closer to
the end-user in an effort to offer high-speedess to a larger number of customers in its service areas. SBC
comments at 3See als®&BC’s New Broadband Neighborhood Netwvikited August 1, 2000)
<http://mww.sbc.con/Technology/data_strategy/project_pronto/dsl.htmli>.

% For instance, SBC estimates it will take an investment of over $6 billion to achieve its planned network
conversions.See SBC Announces Supplier for Broadband Network Pi@jsited Aug. 1, 2000)
<http:/mww.sbc.com/News_Center/Articléenhi?query_type=article&query=19991103-04>.

5 While the future of wireless high-speed services likely will include mobile service, it does not appear from our
recent Broadband Survey that any providers currently are offering makéleservice at a speed that comports
with the our definition of high-speed. No provider that met our 250 high-speed line (or wireless channel)
(continued....)
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overall deployment and their effectiveness in certain settings. At this point, many of these services
are in an earlier stage of deployment than the traditional “wired” services, cable-modem and DSL
technology, but significant growth is anticipated over the next three to five years, potentially
leading to service to millions of households.

43. In a fixed wireless system that provides high-speed services to consumers, a
provider generally attaches to a customer’s premises a radio transmitter/receiver (transceiver) that
communicates with the provider’s central antenna site. The central antenna site then acts as the
gateway into the public switched telephone network or the Internet for these transceivers. The
radio signals that travel over this network architecture serve as a substitute for the copper wire or
cable strand that connects customers to the network in traditional, wired technologies.

44.  Providers of fixed wireless services typically can deploy their networks much more
quickly and with substantially less expense than is required to build a network capable of
supporting either cable-modem or DSL service. First, wireless networks are free of the
substantial costs associated with installing and maintaining wires that run to a customer’s
premises! These savings make wireless technology especially well suited to deployment in many
rural areas, where substantial distances between customers may be cost-prohibitive for wireline
technologies. Wireless technologies may also serve as an economic alternative in urban areas
where consumers are not otherwise served by certain forms of wireline technologies. For
example, only a small percentage of multi-tenant office buildings are currently served by fiber
networks. Thus, fixed wireless services may make high-speed access more affordable for those
small and medium-sized businesses for which direct fiber connections remain too expensive.

45.  Second, the relative ease of installation of this technology allows wireless
providers to deploy their networks much more quickly than is possible for providers that must
actually install wires leading to each customer’s premises. This permits wireless providers to
respond rapidly and dynamically to developing demand for advanced telecommunications
capability.

46.  Third, the architecture of a wireless network allows providers to roll out their
facilities in a manner more closely related to the product demand they encounter. A traditional
wired provider often will install the network infrastructure in an entire area before it begins to
market its service in that area. Thus, a cable provideupgltade its cable plant throughout a
neighborhood when it begins to offer advanced telecommunications service to the neighborhood’s
residents even if initial subscription rates are low. Similarly, a DSL provider likely will make
certain network investments in an area where it intends to offer service before it signs up its first
customer. By contrast, once a wireless provider has installed its antenna in an area, it completes
the last-mile connection by installing an on-premises transceiver only for those customers who
have actually subscribed to its service. This incremental build-out process allows wireless

(Continued from previous page}

threshold reported delivering high-speed service over mobile wireless technology. Nor do industry analysts
report that any provider is offering such service. Accordingly, we discuss only fixed wireless offerings in this
report.

" Implementation of Section 6002(b)of the Omnibus Budget Reconciliation Act oAh®®@I Report and
Analysis of Competitive Market Conditions with Respect to Commercial Mobile SeRdoeh Report, 14 FCC
Rcd 10145, 10267 (1999%@urth Repor}.
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providers to avoid much of the up-front investment that traditional wired advanced
telecommunications capability providers must make.

47.  Although wireless services can generally be deployed more rapidly and at lower
cost than comparable wireline services, they remain subject to certain technical limitations that
may reduce their effectiveness in certain areas and for certain purposes. For example, in addition
to requiring access to telecommunications equipment closets and any necessary in-building wiring,
wireless providers often must obtain access to rooftops for the placement of antennas. This can
become particularly problematic in the case of multi-tenant buildings, in which a building owner
may resist permitting access. Also, many, though not all, fixed wireless technologies are subject
to line-of-sight restrictions. Thus, there must be an unobstructed path from a wireless provider’s
antenna to the customer’s antenna on the rooftop of a building. While certain advances in
wireless technology may help to overcome this limitation in the future, buildings, topographical
features, certain adverse weather conditions, and even vegetation can interfere with the provision
of service.

48.  While physical infrastructure costs of wireless networks may be significantly less
than wireline networks, wireless networks require access to spectrum. Some of the wireless
systems providing high-speed services today obtained free spectrum licenses and other providers
obtained spectrum through auctiéhsThe explosive growth in recent years of wireless networks
has created substantial demand for spectrum. New wireless and satellite services are increasingly
constrained by spectrum scarcity and encumbraneesich may result in substantial additional
acquisition costs in the future.

49.  There are several different bands of spectrum over which wireless providers offer
their services. The characteristics of the service, their means of deployment, and the service’s
potential technical limitations all vary somewhat over the different spectrum bands. Accordingly,
we briefly discuss each separately below.

50. The Upperbands (above 24 GHz). The technologies deployed in the “upperband”
spectrum generally provide data rates of up to 155 Mbps, a speed adequate to support a host of
multimedia application® As a general matter, wireless services in the upperbands may suffer
signal loss in adverse weather conditions. However, by adjusting factors such as cell size and
transmission power, these systems can be engineered to the standard reliability level for
telecommunications networks. Fixed wireless technologies operating in these bands have

%% Spectrum licenses have garnered nearly $24 billion in winning bids since the Comneissivedr authority

to auction spectrum, with spectrum capable of providing high-speed terrestrial sersiteing bids over $1.2
billion. FCC Wireless Telecommunications Bureau AuctionTopics, General Auction Data, Summary Matrix
(visited July 28, 2000) <httpulivw.fcc.gov/wtb/auctions/Welcomerl>.

%9 See Principles for Reallocation of Spectrum to Encourage the Development of Telecommunications
Technologies for the New Millenniuolicy Statement, 14 FCC Rcd 19,868 (198j)ectrum Reallocation
Policy Statemeint

% The upperbands of spectrum include those with frequencies of 24 GHbaued Bhe largest commercial
deployment of wireless high-speed systems has occurred in the 24 GHz (formerly known as Digital Electronic
Messaging Service or “DEMS”), 28 GHz (Local Multipoint Distribution Services MDIS™), and 39 GHz

bands.
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relatively small cell sizes, with an average cell radius of between three and five miles. Also, since
upperband signals behave more like visible light than cellular or PCS signals, wireless networks
deployed in these spectrum bands require a clear line of sight between transmitters and receivers.
Terrain, buildings, and even vegetation may interfere with the provision of sérvice.

51. The Lowerbands (below 3 GHzMDS. Fixed wireless high-speed is currently
provided by multipoint distribution service (MDS) in the 2 GHz ra‘ﬁgMDS was originally a
video programming service. Moreaently, MDS providers have been shifting their business
focus to providing high-speed Internet access, including two-way s&ivitlee downstream
Internet speeds reported by MDS operators range from 750 kbps to 11 Mbps. Until recently,
upstream transmission often relied on a telco-return and consequently was much slower.

52. MDS transmissions have a substantially greater radius than upperband fixed
wireless services, generally 25 to 35 miles versus three to five milegderband services. This
is partly because MDS signals do not degrade in adverse weather conditions. MDS’s larger
radius makes the service well suited for not only urban and suburban residential customers, but
also customers in rural, underserved, and unserved areas, where the larger cell-size substantially
reduces the cost of providing serviéeMDS typically has functioned best with a direct line of

®> The most significant operators in the upperbands are Teligent, Inc. and WinStar Communications, Inc., both
of which are currently targeting business customers. In 1999, WinStar’s wireless network expanded to sixty
domestic markets, up from thirty at the end of 19981Star Reports Fourth Quarter Results; Revenue, Gross
Margin and EBITDA Continue Sharp Improvemdtess Release, WinStar Communications, Inc. (Feb. 10,

2000). With this coverage, WinStar claims to be able to reach more than 292 million people. WNiTsitat
Communications Gets FCC OK for Added SpectiRrass Release WinStar Communications, Inc. (Mar. 22,
2000). By the end of 1999, it claimed 23,000 customers, 618,000 lines;aasd eights to more than 8,000
buildings.WinStar Reports Fourth Quarter Results; Revenue, Gross Margin and EBITDA Continue Sharp
ImprovementPress Release, WinStar Communications, Inc. (Feb. 10, 2000).

In 1999, Teligent completed its plan to roll out service in forty U.S. markets, covering more than 100
million people. Teligent Reports $31 Million In 1999 Revenue; Expands Reach To Four ContiPerss
Release, Teligent (Mar. 6, 2000). At the end of 1999, Teligent claimed more than 15,000 customers, 166,000
lines and access rights to more than 7,500 buildifhds.

In addition to these two providers, at least five other wireless carriers are in the process of testing or
rolling out their service in more limited numbers of markets: NEXTLINK; Advanced Radio Telecom, Inc.;
SPEEDUS.COM; Highspeed.com L.L.C.; and Touch America, a wholly owned subsidiary of the Montana Power
Company. Implementation of Section 6002 (b)of the Omnibus Budget Reconciliation Act oAT@®al Report
and Analysis of Competitive Market Conditions with Respect to Commercial Mobile Sé+iftheReport, FCC
00-289, at App. E (rel. Aug. 3, 200®ifth Competition Repoyt

%2 The Multipoint Distribution Services (including multichannel multipoint distribution service and the
instructional television fixed service) operate in the 2000-2700 MHz bands. 47 C.F.R. 82167

C.F.R. 8§ 74.901 et seq. As of the end of 1999, there were at least nine MDS companies offering high-speed
Internet accessSee infranote 142.

®% SeeRequest for Declaratory Ruling on the Use of Digital Modulation by Multipoint Distribution Service and
Instructional Television Fixed Service Statiph FCC Rcd 18839 (1996)mendment of Parts 21 and 74 to

Enable Multipoint Distribution Service and Instructional Television Fixed Service Licensees to Engage in Fixed
Two-Way TransmissionReport and Order, 13 FCC Rcd 19112 (1998jder on Reconsideratipi4 FCC Rcd

12764 (1999).

% Sprint comments at 4, 7; Wireless Communicatidssn Int'l comments at 3; WorldCom comments at 11-
12. Homes and offices in Phoenix can subscribe to Sprint’'s high-speed MDS service for $39.95 peseronth.
(continued....)
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sight between the transmitter and the receiver. However, recent technological developments may
help to overcome this restrictiGh.

53. Broadband PCS Although cellular and broadband Personal Communications
Services (PCS) spectrum technically can support high-speed services, relatively few licensees are
currently using their frequencies in this manner. The primary offering in that spectrum is AT&T’s
Project Angel system, which uses broadband PCS spéltaneach homes and small businesses
outside of AT&T’s cable television systef{sAT&T maintains that it plans to price its high-
speed data offering at a substantial discount to the competing ADSL offering. In particular,

AT&T announced at the end of 1999 that it plans to charge residential customers $29.95 per
month for a high-speed (1 Mbps) fixed wireless access line in the Dallas/Ft. Worth area.
According to AT&T, this compares with a $39.00 monthly charge for an access line (256kbps)
plus a $12.00 monthly charge for renting a modem in the case of RDSL.

54.  Wireless Communications Service (2.3 GH#JorldCom is using Wireless
Communications Service (WCS) spectflfor the return path of certain high-speed Internet
access service trials it is conductifgAT&T also plans to use its WCS licenses for its fixed
wireless servic&” This year, BellSouth will begin testing one-way, high-speed Intageatss

(Continued from previous page)
Sprint Launches First Broadband Wireless Market in Phqgdgigited May 16, 2000)
<http:/mww3.sprint.com/Stemp/press/relea286005/200005080990.html>.

% For example, in Decemb®99, Cisco released an MDS celligation technology that captures signals as

they bounce off buildings and other objects and redirects them to end-user transceivers. Cliff EXg@rds,

Hopes Advances New Wireless Technology Strategy for Int&féeEwswIRES Dec. 2, 1999. At least two

companies have announced plans to deploy this technology, known as Vector Orthogonal Frequency Division
Multiplexing, this yearNucentrix Broadband Networks and Cisco to Deliver First VOFDM-Based Wireless
Broadband Internet ServiceNews Release, Nucentrix Broadband Networks, Feb. 4, 2800dCom Adds

Dallas to ‘Fixed Wireless’ Service Trialslews Release, WorldCom, Inc., Apr. 5, 2000. A start-up called

NextNet, Inc. has also developed an end-to-end MDS system with a desktop customer-premises unit that requires
no rooftop antenna and no inside wiring connections. NextNet,Rraducts(visited Jan. 20, 2000)
<http://mww.nextnetworks.com/products_prod_bottcmlkr.

% Broadband PCS services operate between 1850 and 2200 MHz.

®" As initially deployed, the system permits two voice channels, data rates up to 512 kbps, and “always-on”
Internet access. AT&T Corp., Form S-3, Feb. 2, 2000, altféD;Debut in 2000: AT&T to Launch Wireless
Tracking Stock, Beef Up Fixed Wirele€9MMUNICATIONS DAILY , Dec. 7, 1999. AT&T expected the service to
be capable of four voice channels and speeds up to one Mbps by mid-yedd 2808 ,anticipates a full-scale
rollout in 2001. AT&T Comments at 17. Early this year, Project Angel was serving 200 customers in Dallas.
AT&T Corp., Form S-3, Feb. 2, 2000, at 60.

% Lew Chakrin, AT&T Fixed Wireless, presented at 1999 Analysts’ Meetiegember 61999.
% Lew Chakrin, AT&T Fixed Wireless, presented at 1999 Analysts’ Meetiegember 61999.
© WCS service operates on the 2305-2320 MHz and 2345-2360 MHz bands.

> Wireless One, Form 10-K, Mar. 31, 1999. These trials are occurring in Baton Rouge, LA, Jackson, MS, and
Memphis, TN.

2 AT&T Corp., Form S-3, Feb. 2, 2000, at 53.
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using WCS spectrum at a downstream speed of 1.5 fbps.

55.  Unlicensed spectrumA handful of companies across the U.S. use unlicensed
spectrum in the 2 GHz and 5 GHz spread spectrum bands to offer short-distance high-speed
Internet access and other high-speed services, such as wireless wide area network or local area
network systems for businesses. As of April 2000, at least eleven companies were reportedly
providing these services in twenty-three markétsinlicensed spectrum, which may be used
without a license but is not protected from interference from other services, offers a low-cost
means for smaller companies to enter the wireless high-speed Market.

e. Overview of Satellite Service

56. Satellite service provides another option for last mile facilities with its own set of
unique characteristics. In most current residential satellite-based last mile facilities, only the
downstream path is provided by satellite; the upstream path is often provided by a standard dial-
up telephone connection. Thus, many current residential satellite offerings are capable of
providing speeds in excess of 200 kbps only in the downstream path, and therefore do not meet
the definition of advanced telecommunications capaﬁﬁitylonetheless, satellite-based last mile
facilities may provide consumers and small businesses in geographically remote and sparsely
populated areas with access to high-speed services that would not otherwise be available.
Moreover, several satellite providers have announced plans to begin offering residential service
with the downstream and upstream paths both provided by sdfellite.

57. High-speed satellite service is currently provided to both residential and business
customers. Much of the current business use is for bursty high-speed service and data
communications such as credit card verification or inventory control. Most of this traffic
apparently is handled under private contractual arrangements similar to private line service. A

3 Mexico-U.S. Talks Heat Up on DARS Interference Congéwisio WEEK, Apr. 24, 2000BellSouth
Launching Trial to Cross Digital DivideMRELESSTODAY, Dec. 10, 1999. BellSouth’s trial will take place in
Houma, LA. If trials are stcessful, BellSouth reports it will upgrade the system to two-way sendce.

" EMCEE Completes Equipment Installation for Sunbury Broadband’s Wireless Internet HRtisewswire,
Sept. 14, 1999; IINT.net, Inc. Form 10KSB/A, Filed May 10, 2000; SkyLynx Communications, Inc., Form
10KSB, Filed Apr. 14, 200QJnited Online Web Paggisited May 23, 2000) <httpulivw.uoli.com>.

> Many of the unlicensed operators are small start-ups, and some, such as SkyLynx, are local or regional ISPs
that have added a fixed wireless offering for customers who demand high-speed access. Metricom is currently
deploying its Ricochet2 service, which provides full Internet access, fixed or mobile, at an overall transmission
rate of 128 kbpsn 21 marketsSeeWatch 128 kbps Mobile Data Service Become a Rdalitited May 23,

2000) <http:Mww.metricom.can/about/128kbps_progress.htm.>. Micro Design Systems provides high-speed
wireless hand-held LAN computer system integration currently used by some brokerage firms. Micro Design
Services, LLC (visited July 12, 2000) <httpaiw.microdesignservices.com>. Infrared Commatiams

Systems, Inc. offers last mile facilities using unlicensed infrared spectrum and advertises speeds ranging from
1.544 Mbps to 622 Mbps over distances of a few hundred meters to more than 3.55pgleg.ared

Communications Systems, Inc. (visited July 25, 2000) <hitwwl/.infraredsystems.net>.

® In many large business satellite-based offerings, the end-user’s terminal (i.e., satellite dish) is capable of both
receiving and sendingath. This allows for downstream and upstream speeds ttetd200 kbps.

" See infrgparas. 201 - 202.
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growing number of business customers are also using satellite service for Internet connections.

58. Hughes’ DirecPC provides high-speed service in the downstream direction at
speeds ranging up to 400 kbps. Upstream transmissions use conventional telephone dial-up
connection, typically at 28.8 kbps or 56 kbps. DirecPC charges between $19.99 and $49.99 per
month depending upon the number of hours of service and whether an ISP is included in the
package?’ Necessary hardware, including installation materials start at $189.99.

59. Satellite-based last mile facilities have some limitations. Consumers must have a
clear line of sight to the south in order to accesdlisatigased services. Areas subject to extreme
rain or snow may have difficulty receiving détte signals in those conditions. Additionally,

DirecPC does not provide service using its standard receiving antenna to Alaska and Hawaii,
because the sdifee currently used to carry DirecPC service does not provide a sufficiently robust
signal to operate reliably with small antennas located ffieitemay be technically feasible, using

a larger dish, to receive DirecPC outside the continental United States, however, DirecPC does
not support or guarantee its system when installed using a non-stand&tdredisthermore,

because DirecPC currently relies on a telephone return path, a subscriber may incur toll charges
depending on the distance to the closest point of presence or may be required also to incur an
additional expense to subscribe to a dial-up Internet service provided through a toll-free number.

f. Last 100 Feet Facilities

60. The last 100 feet typically refers to the final infrastructure segment from the end
of the local access network to the end-user’s terminal. This includes in-building wiring, local area
networks and wireless local area networks. There do not appear to be technological barriers for
last 100 feet falities; indeed there are a variety of wireline and wireless options for constructing
these facilitie$” Nevertheless, the cost of some of these facilities may be a significant factor in
the deployment of advanced telecommunication capability in the small business or school and
library context. Additionally, certain last 100 feet segments may be in poor condition and
consequently unable to support advanced services. Unlike a residential setting with a handful of
users, small businesses or schools and libraries may have multiple users accessing advanced
services simultaneously. This need for simultaneous access may require upgrades to the existing
in-building wiring and other last 100 feet #ies, which may have been originally installed only
with enough capacity for standard voice telephony services. In addition, access to last 100 feet

8 SeeDirecPC — How Much Does It Cos{@isited Aug. 15, 2000)
<http://www.direcpc.com/consumer/cost/cost.html>.

" SeeDirecPC — Where Can | Buy [tZhttp://www.direcpc.com/consumer/buy/ugentsearch> (visited July
6, 2000);Satellite Internet Access Cable Modem Dish Dire¢#€ited July 6, 2000)
<http://mwww.infodish.com/Products/products.html>.

8 DirecPC - Where Can | Buy Itisited August 1, 2000)www.direcpc.com/consumer/buy/bugnti>.

8. DirecPC - Owner's Club-FAQ'¢visited August 1, 2000)
<www.direcpc.com/consumer/owners/fags/faqs.htmi>

82 SeeDirecPC Two-Way Service Also to be Offered as DirecTV Broadband Satellite S¢ewisdRelease (Apr.
27, 2000) (visited Aug. 4, 2000) <httpwilw.hns.com/news/pressrelfcgpres/p042700.htm%ilat-to-Home
Frequently Asked Questiofdg@sited Aug. 2, 2000) <httpuldvw.gilatzhome.com/fag/index.html>.
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facilities may be controlled by someone other than the end-user, such as the landlord of a multiple
tenant dwelling. This also may creaiecess barriers for theseilities, especially for competitors
of the incumbent service provider.

g. Connection points

61. In the preceding discussion, we have examined the various components of the
network. In order for advanced services to be delivered to end-users, however, these components
must interconnect with each other at the places we loosely describe as connection points -- those
places at which traffic passes between the various components of networks. High-speed networks
exchange traffic at a variety of different places and in a variety of different mechanisms. For
example, public telephone networks, including local, long distance and international networks,
interconnect at Points of Presence (POPSs) or through other interconnection arrangements.
Satellite networks exchange traffic with terrestrial networks. Internet backbone service providers
exchange traffic at network access points (NAPs), Metropolitan Area Exchanges (ﬁAEﬁ),
through other public and private peering and transit arrangements. National Internet backbone
providers report operating commercial exchange points in over 200 cities in the United States and
having over 900 POPs where they interconnect with regional networks, private networks and
other provider§! As usage and demand increase, network operators establish additional
arrangements for the exchange of traffic.

C. Overview of Deployment — Survey Data
1. Commission’s Broadband Survey

62. In this section of the report, we discuss data obtained through the Commission’s
first sg/stematic, nationwide survey of subscription to high-speed services, which began earlier this
year?3 The Commission’s “Broadband Survey” required any facilities-based firm that provides
250 or more high-speed service lines (or wireless channels) in a given state to report basic

8 See, e.gExchange Point Informatiogvisited July 24, 2000)www.ep.net> (listing 55 Internet exchange
points in North America); Boardwatch Magazine's Directory of Internet Service Provithersnternet - What Is
It? (visited July 25, 2000) <httpwivw.boardwatch.am/isp/summer99/Internetarch.htmi>.

8 Boardwatch Magazine's Directory of Internet Service Providetsyduction to the Directory of Internet
Service Providerat 4 (12h Edition, 2000); Tisha WhiteBackbone Profilegvisited July 18, 2000)
<http://www.ispworld.can/isp/bb/Backbone_Profiles.htm> (listing 41 Internet backbone service providers);
NTIA/RUS Reporat 8.

% In response to Internet congestion and delay, content creators, service providers and users employ different
strategies, including caching and web hosting server site selection. Caching is the practice of placing copies of
the popular content nearer to the users on web servers off of the major Internet exchanges or in major cities. Web
hosting site selection permits a content creator to locate its content off of a ccaefgs point in order to

maximize acessibility to their content while minimizing latency and intermediary network routing. Both these
strategies minimize the impact of the location of content creator orc¢bsesibility of the content created.

8 SeeData Gathering Orderl5 FCC Red 7717 (adopting FCC Form 477 as a vehicle for collecting this
information). In this report, we refer to the Local Competition and Broadband Reporting program as the
“Broadband Survey.”
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information about its service offerings and custorfierd/e note again that in this report -- and in

our Broadband Survey -- we use the term “high-speed services” to include not only those services
that meet our definition of advanced servides, (in excess of 200 kbps in both directions
simultaneously) but also to include services that only support an information carrying capacity of
greater than 200 kbps in one direction. As part of the Broadband Survey, providers reported the
total number of high-speed lines (or wireless channels) -- broken down by type of technology --
for each state in which they exceeded the reporting threshold. For each of these "technology
subtotals," providers reported additional detail concerning the percentage of lines that were
connected to residential and small business users (as opposed to large business and institutional
users) and the percentage of lines that met the Commission’s definition of advanced services (as
opposed to one-way high-speed Iin8§s)?inally, these providers also reported a list of the zip

codes where they had at least one customer of high-speed &ervice.

63.  Using data from the Commission’s Broadband Survey, in combination with
publicly-available data from high-speed service providers themselves, financial analysts, and the
U.S. Census Bureau, we are able to develop our understanding of the current deployment of high-
speed services. The snapshots derived from our Broadband Survey shed light on the availability
of high-speed services in different parts of the country and across different demographic variables,
such as population density and income. Comparison with data on advanced services
subscribership included in okirst Reportsuggests that there has been appreciable growth in the
deployment of high-speed services to residential consumers in the past year. Moreover, these
figures reveal that advanced services are available in many parts of the country and suggest that
certain factors -- such as population density and income -- appear to be highly correlated with the
availability of high-speed services at this time. We detail these findings, below.

64. Some participants in the Commission’s Broadband Survey requested non-
disclosure of all or portions of their data, asserting that it contains competitively-sensitive
information?® In theData Gathering Orderthe Commission agreed to publish in its regular
reports high-speed data only once it has been aggregated in a manner that does not reveal
individual company dat&. Accordingly, the Broadband Survey data is presented here in a manner

87 SeeForm 477, available at <httpmw.fcc.gov/Forms/Fors77/477 .xIs>.

8 Pproviders also reported information about: the percentage of lines that were provided solely over their own
facilities (as opposed to over leased facilities); the percentage of lines that they billed directly to the end-user (as
opposed to billing to another provider or reseller); and the percentage of lines that had an information carrying
capacity greater than 2Mbps in both directions.

8 Reflecting concerns about regulatory burden on firms providing high-speed services, the Commission did not
require providers to report the specific number of subscribers in a particular zip-code or detailed breakdowns by
speed of service or type of customer. Nor did the Commission require firms to report data concerning states
where they provided fewer than 250 high-speed lines. Accordingly, our data concerning areas where there are
many small providers may understate deployment. For some indications of the important role small providers
play in high-speed deploymersgeTranscript of June 21, 2000, Montana Field Hearing (visited July 25, 2000)
www.fcc.gov/jointconference.

9 Cf. 47 C.F.R. § 0.459(d).

%! See Data Gathering Ordet5 FCC Rcd at 7760.
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that does not reveal individual company d4t&Ve are optimistic that our approach in this report
will encourage companies that fall below the threshold for mandatory reporting to participate on a
voluntary basis in future rounds of the Broadband Survey.

2. National Data on High-Speed Lines in Service
a. Subscribership By Residential and Small Business Customers

65. Residential and Small Business Subscribership. One measure of deployment is the
number of residential customers that subscribe to high-speed services. By measuring
subscribership, we seek a verifiable count of exactly how much high-speed service is being
delivered and purchased in the marketplace. Subscribership necessarily reflects a combination of
factors including availability of infrastructure, service offerings tailored to customers’ needs, and
affordable pricing. We believe that this is a vital benchmark in assessing the state of high-speed
deployment.

66. IntheFirst Report we combined small business and residential customers and
referred to them collectively as "residential custométswWe do the same heteé.In this report,
we compare data concerning subscribership at the end of 1999, based on our Broadband Survey,
with similar information gathered in o&irst Report the data for which were from late 1998 and
were based on a variety of public sources.

67. Results of the Broadband Survey show that there were a total of approximately 1.8
million high-speed (again, including advanced services) residential subscribers,eaember
31, 1999. We estimate that approximatelyrhifion of these residential customers subscribed to
services that meet the Commission’s definition of advanced services. (See Figure 4.)

68. By comparison, we stated in tR@st Reportthat there were at least 375,000
residential subscribers to advanced services as of late’198@s total consisted of at least

92 \We note that Hughes Network Systems has filed a petition for declaratory ruling seeking to clarify how the
Commission will ensure the non-disclosure of information submitted in the Broadband Survey that filers identify
as competitively-sensitive and proprietatyocal Competition and Broadband Reporting, Petition for

Declaratory Ruling CC Docket 99-301 (filed May 15, 2000). We do not address Hughes' petitioniménés

report, the Commission uses statistical methods, such as suppression and aggregation, to ensure that individual
company-filed broadband data obtained in the Broadband Survey will not be revealed through the use of released
information.

% First Report 14 FCC Rcd at 2409.

% Our Broadband Survey also reflected this grouping. Thus, data from the Broadband Survey concerning
deployment of high-speed lines to residential customers includes not only residential users, but also home office
and small business users.

% The Broadband Survey generally collected data on high-speed lines or wireless channels, rather than
customers, per se. Our estimates of the number of residential customers, therefore, rely on the assumption that
most residential high-speed subscribers tend to purchase only one high-speed line, in contrast to many business
customers that may purchase multiple high-speed lines.

% First Report 14 FCC Rcd at 2446.
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350,000 subscribers to cable modem
service and at least 25,000
subscribers to DSE’. Because we

Figure 4 - Residential Subscribership

had no data about subscribers to 3
utility-based, CLEC-provided, or 'g 4 >
wireless advanced services, we did 5§
not include estimates for these £3 1
. ] . 08 1.05
services in thé&irst Report 0
1998 1999

B One-way high-speed

69. The data reported in O Advanced Services

our Broadband Survey show a
substantial increase in residential Source: First 706 Report (1998); Broadband Survey (1999) (Note: The Firgt
customers of advanced services 706 Report did not estimate for one-way, high-speed services).
Using the 375,000 figure from our

First Reportas a baseline, the new data show a three-fold increase in “full two-way” advanced
services. (See Figure 4.) Indeed, the increase may be even somewhat greater than that because
providers were not required to report data for states where they provide fewer that 250 lines.

70. Residential and Small Business Penetratibhough relatively few residences and
small businesses have high-speed services at this time, our data suggest an appreciable increase in
the penetration rate during the past year. Measuring only advanced services subscribers,
penetration more than tripled from 0.3% of households at the end of 1998 to 1.0% at the end of
19997 Looking more broadly at all high-speed servides, (not only advanced services), the
residential penetration rate was 1.6% at the end of 1999.

71. Multiple Technologies
Delivering Service to Residential and Smg
Business Subscriber©ur data show not
only appreciable growth in residential ADSL
advanced services subscribership overall,|] 16%
but also growth among each of the
individual technologies that is being used {o
deliver these services to residential and
small business consumers. At year-end Cable
1999, of the 1.8nillion residential 78%
customers who subscribed to high-speed S

. . o Source: Broadband Survey (1999). "Other" includes:
Services, apprOX|mately 1.4 million fixed wireless, satellite, and optical fiber.
subscribed to services using cable coaxia
technology approximately 0.3 million subscribed to asymmetric DSL services, while the balance

Figure 5 - Shares of Residential
High-Speed Services by
Technology Other
6%

97 Id
98 Id

9 There are about 105 million households and about 4 million small businesses (establishments with 1-4
employees) in the U.S. FCC Industry Analysis Divisibrends in Telephone Servjcgbl. 17.1
<http://mww.fcc.gov/Bureaus/Common_Carrier/Repor@FState_Link/Intl/itltrd99.pdf> (Sept. 1999); U.S.
Census Bureau, Statistical Abstract of the United States 559, No. 881 (1999).
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subscribed to other media, including satellite and fixed wireless services. Figure 5 shows the
relative subscribership for various high-speed service technologies.

72.  Considering only the 1.0 million residential and small business subscribers to
advanced services, there were approximately 875,000 residential customers subscribed to cable-
based services and approximately 115,000 residential customers subscribed to asymmetric DSL,
with the balance subscribing to other media. Comparing these figures to the totals reported in our
First Report we see significant growth in advanced services provided by both cable companies
and local exchange carriers between 1998 and 1999. More precisely, these figures show cable
companies multiplying their residential advanced services subscribership approximately three-fold
in the past year and local exchange carriers multiplying their residential DSL subscription to
advanced services far fastét.

b. Subscribership For Large Business and Institutional
Customers

73.  Business Subscribershipln the Broadband Survey, providers reported there were
approximately 1.0 million high-speed lines in service to large business and institutional customers
at the end of 1998" Almost all of these lines satisfy our definition of advanced sef¥icand,
we conclude that there were approximately 0.9 milion advanced service lines in service to
business customers at the end of 1999. We did not make an estimate of the number of business
high-speed lines in service to business customers iRimirReporf so we are unable, at this
time, to draw inferences about the rate of growth in the market for business customers.

74. We note that data from our Broadband Survey allow only a partial view into
deployment of high-speed services to large business and institutional customers. For
methodological reasons, the Broadband Survey did not collect data about all of the high-speed
service offerings that are targeted at large business and institutional users. The Broadband Survey
collected data solely concerning high-speed services that connect end-users to the Internet or
other public data networks. This focus excludes high-speed services that are used as part of
private networks -- so-called “private line” high-speed services. Many businesses and educational
and healthcare institutions have for some time used such private lines as part of their internal
networks and realized significant benefits from the high-speed services which their high-speed

19 \We note that our estimate of residential asymmetric DSL subscribers for year-end 1999 does not include any

symmetric forms of DSL, which are typically purchased by business customers, whereas our estimate for 1998
DSL service may have included some symmetric DSL services. Thus, this estimate may understate overall DSL
growth for residential users.

191 For simplicity, we refer to these customers as “business customers” in this report.

192 Filers of Form 477 did not directly report the number of advanced services lines provided to residential and

small business users, as opposed to large business users. In estimating these advanced service counts, staff
assumed that reported advanced service lines were more likely to be delivered to large business users first and
residential and small business users second. This methodology provides the most conservative estimate of the
number of residential advanced service lines reported. To achieve the highest level of precision, estimates were
conducted at the individual Form 477 level. Staff conducted a sensitivity analysis against an alternative
methodology, which would allocate lines to residential users first. This sensitivity analysis shows that the two
methodologies vary by less than 1% of total advanced service lines reported.
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services deliver. Evidence also suggests that some larger institutions, including universities and
governments, are building their own high-speed networks for their own internal needs. Though
we did not require high-speed service providers to report these services in our Broadband Survey,
they play a significant role in the overall high-speed services industry, if not the market for
residential users.

75. Large Business Penetration. We do not have sufficient data to enable us to
calculate penetration rates for large business and institutional customers. However, we remain
convinced that a wide variety of broadband services are generally available to business customers.

76.  Multiple Technologies Delivering Services to Large Business Users. Of the
estimated 950 thousand advanced service lines in service to larger business customers as of late
1999, approximately 70,000 subscribed to asymmetric DSL, 560,000 to other wireline services,
and slightly over 300,000 to other media, including optical carrier services.

3. Geographic Distribution of High-Speed Deployment

77. Overview and methodology. The results of our Broadband Survey give two
perspectives into the geographic distribution of high-speed setVicesst, we are able to
calculate the number of high-speed and advanced service lines in each state, the District of
Columbia and Puerto Rico — all of which report at least some level of high-speed service. No
high speed services were reported for the U.S. Virgin Isf&hd®econd, the zip code data
present an elementary view of where high-speed service subscribers are located on a more
granular basis. The providers reported a list of each zip code in which they had at least one high-
speed service subscriber. These data give insight into whether there are high-speed service
subscribers in any given zip code.

78.  In order to minimize the burden associated with the Broadband Survey, the
Commission did not require providers to reportribenberof high-speed service subscribers in
each zip code, but only to identify the zip codes in which they had at least one high-speed service
subscriber. Therefore, we cannot determine from our data the extent to which the presence of
high-speed service in a given zip code indicates that high-speed services are widely available, or
whether they are restricted to a few customers. Similarly, providers did not distinguish whether

193 again, we note that we use the term “high-speed services” broadly to include those services that meet the

Commission’s definition of advanced services and also to include those services that provide an information
carrying capacity of over-200 kbps in one direction only.

1% The Commission'Data Gathering Orderequires any provider of high-speed services to report data

for each state in which it meets the specified reporting thresholds. Under section 3(40) of the Act, the term “state”
“includes the District of Columbia and the Territories and possessions.” 47 U.S.C. § 153(40). Accordingly, the

Data Gathering Ordemapplies to data on broadband services or local telephone services that are provided in the

District of Columbia and the territories and possessions as well as the fifty states. We will conduct additional

outreach efforts to providers in the territories to ensure that they are aware of their reporting obligations under the
Data Gathering Ordeand to improve our understanding of broadband deployment in these areas.

We note that, except for Puerto Rico, no broadband data was filed for any of the U.S. territories. Itis
unclear whether this absence signifies that there are no broadband providers that exceed our reporting thresholds
in these areas or whether any such providers were uncertain about their obligation to file data Dadar the
Gathering Order In comments filed in this proceeding, the Northern Mariana Islands report that there are no
high-speed services available in that territory.

35



Federal Communications Commission FCC 00-290

the high-speed subscribers in a given zip code are residential or business users. Thus, in some zip
codes, high-speed services may be available to some large, primarily business users, but not be
available, affordable or marketed to residential users. In addition, service could be marketed to
limited neighborhoods, or very localized infrastructure barriers such as inside wiring issues could
prevent some customers in a zip code from accessing services available to other customers in the
same zip code.

79.  The scope of the Broadband Survey reflects the Commission’s understanding that
a data collection that required detailed reporting at finer geographic levels would have created an
appreciable regulatory burden for the firms providing high-speed service. Of course, we may
determine in the future that it is necessary to incorporate some of this additional granularity into
our Broadband Survey. Also, to supplement the data obtained in our Broadband Survey, we have
undertaken several case studies, set forth below, that look more comprehensively at the
deployment, availability, and affordability of high-speed services in discrete geographiﬁmareas.

80. By analyzing the zip codes where there are actual high-speed subscribers, we can
gain useful insight into the deployment and location of high-speed-capable infrastritturhe
zZip code data depict where actual high-speed subscribers are located as of year-end 1999 and,
more precisely, show areas where at least one customer receives higimspedaist mileo the
customer premises. We believe this data can help us identify issues for further exploration. For
instance, consumers in zip codes with no reported subscribers may be differently situated, and
therefore may require different solutions to bring them access to services, than consumers in zip
codes where last mile infrastructure exists but other barriers prevent theactessing it.

81. A substantial majority of the zip codes reporting high speed subscribership
contained services that rely on infrastructure that is generally available to more than a single
customer at a time. For instance, as discussed above, cable operators generally do not upgrade
their networks on a piecemeal basis; an upgraded cable network can provide high-speed service to
all of the homes that it passé5.Accordingly, the presence of a few — or even one — cable
modem subscribers on a particular system likely indicates that other subscribers to the same
system could obtain similar service. Similarly, much of the infrastructure vezdsgary to
provide DSL service occurs in the carrier’s central office. Once that work has taken place, most
customers served by that central office typically can obtain DSL service without great additional
difficulty.™®® The presence of terrestrial wireless or satelliite service also indicates the likely
availability of the signal to nearby customers.

105 sedinfra section IV.D.

1% This focus on actual subscribership to high-speed service offerings, as opposed to future or present high-speed

capability, reflects a combination of factors that result in any given customer being able to subscribe to high-
speed services. These factors include: availability of infrastructure, service offerings that are tailored to that
consumer’s needs, and affordable pricing.

197 We note that the boundaries of zip codes and cable service areas and wire center boundaries are not

coextensive. Accordingly, the presence in one zip code of a high-speed subscriber does not conclusively indicate
the availability of similar service to a substantial number of other residents of that zip code.

19 n this regard, DSL service contrasts with T1 service, subscription to which does not necessarily indicate the
availability of supporting infrastructure within the area surrounding a single subscriber.
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82. Zip code data from the Broadband Survey show the presence of high-speed
subscribership and, to some extent, the presence of high-speed-capable last miles. These data do
not purport to show all of the infrastructure which is capable of supporting high-speed service.
By collecting data on actual subscribers, we only capture part of the overall infrastructure
(namely, the last mile) that is currently used to provide high-speed sefVid&& also know that
many providers are deploying or upgrading tai¢ facilities that will soon be capable of
providing high-speed services. We attempt, in other areas of this report, to describe the capital
investment in high-speed infrastructure, plans for growth announced by particular firms, and
analyst projections for the deployment of high-speed infrastructure. In future years, this
investment will be reflected in increased subscribership, which will be captured in future
Broadband Surveys and in our zip code déta.

83. High-Speed Subscribers Across the CounfResults of the first Broadband
Survey indicate that there is at least one customer for high-speed service in each of the fifty states,
the District of Columbia, and Puerto Rico and in 59% of all the zip codes in the United States.
No provider reported subscribers in the U.S. Virgin Islands or other territories. The number of
high-speed lines reported in each state varies significantly with reported high-speed subscribership
ranging from a high of 547,000 lines in California to a low of less than 1,000 lines in four states.
Figure C in Appendix B shows reportable line counts on a state-by-stat&"basisilarly, in
some states there are many providers reporting -- with 20 reporting in California and Pennsylvania
-- and in other states there are only one or two providers reporting. Figure B in Appendix B
shows the number of providers reporting in each $tate.

84. Again, looking broadly for the presence of high-speed services, data reported in
the Broadband Survey show that 59% of the zip codes in this country have at least one subscriber
to high-speed services. Those zip codes and the number of providers in them are shown below in
the High-Speed Subscribership Map, Figure 6, and High-Speed Providers Map, Figure 7. The
High-Speed Subscribership Map shows that high-speed service is deployed in many areas in the
United States. Our analysis further shows that much of the population of the United States tends
to be concentrated in those 59% of zip codes where high-speed subscribers are located. More
precisely, 91% of the country’s population lives in those zip codes where high-speed
subscribership was reported.

199 For example, the Broadband Subscribership Map below illustrates the location of high-speed subscribers. It

does not attempt to illustrate the presence of backbone and middle mile facilities used to transport high-speed
services or the last mile facilities that may be high-speed capable at some point in the future.

112 We note that high-speed providers will complete and file the Broadband Survey, again, on September 1, 2000

and semi-annually thereafter for five yeaBee Data Gathering Ordet5 FCC Rcd at 7746.

11 Again, we note that some charts and tables contain data that has been aggregated or suppressed to prevent the

release of information that may be deemed competitively-sensitive. In other cases, data may be presented as a
range €.g.“there are between 150,000 to 250,000 high-speed lines in a state”) rather than as an exact number.
112 As noted above, we expect that there may be many other providers that did not meet the reporting threshold
for given states and that did not choose to file on a voluntary basis.
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85. To better gauge where competition for high-speed services may be developing, we
include the High-Speed Providers Map, which reflects the number of high-speed providers
reporting data for given zip codes. As indicated by the red- and brown-shaded areas of the map,
there are competing suppliers -- sometimes as many as ten -- in the major population centers of
the country*®

4. Demographic Variables

86. Inthis section, we use zip code data from the Broadband Survey in conjunction
with demographic data to try to discern relationships between the presence of high-speed service
and the demographic characteristics of areas that have some level of high-speed subSEﬁbership.
As discussed above, the zip code data do not allow us to determine how many customers are
subscribing to high-speed service or have access to it in a given zip cdspite these
limitations, the zip code data provide a simple, and to our knowledge, unique indicator about
where high-speed services are being delivered and where high-speed-capable last miles are
deployed.

87. We emphasize that the demographic data in this section is presented in a
preliminary and descriptive fashion. Many of the statistics discussed here indicate how, or to
what extent certain variables are associated with each other. We caution readers that such
associations do not establish cause-and-effect relationships between variables and we decline to
draw conclusions about the statistical significance of these demographic variables until we have
had the opportunity to conduct a
more sophisticated statistical analys
of these data.

[92)

Figure 8 - High Speed Service Availability
Rises with Population Density

88.  Population Density.
The Broadband Survey data suggest
that there is a great disparity betwegn
population densities with high-speed
services reported more often in high
density areas than in less dense aregas-
Figure 8 shows the percentage of zip
codes with high-speed subscribers by
deciles based on population
density:*® As it indicates, high <6 Personger siare mile
population density has a strong Source: Broadband Suré1999
positive correlation with the presence

Speed Subscribers

Zip codes with High-

>3000

113 See alsdrigure A in Appendix B, which shows -- on a state-by-state basis -- the percentage of zip codes with

-- number of providers.

4 Demographic data was obtained from “Demographic Power Pack, Current Year Survey,” Mapinfo

Corporation (2000 issue).

15 Nor do the zip code data allow us to determine whether high-speed subscribers in a given zip code are

residential or business customers.
1% peciles are created by sorting the zip codes into ascending order based on population density. The zip codes
are then placed into ten groupe( deciles) containing equal numbers of zip codes.
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of high-speed subscribership and low population density has a strong negative correlation. Nearly
all the most densely populated zip codes (over 90%) have one or more high-speed subscribers,
but less than 20% of the sparsely populated zip codes have high-speed sub&ciiersote

that this correlation may be accentuated by the fact that high-speed service providers only report
when they have 250 or more subscribers in a given state. Thus, many smaller providers that serve
discrete communities in sparsely-populated areas may not have reported, thereby creating the
impression that there is less high-speed service in rural areas than there may actually be.

89. From the Broadband Survey data we can also see that the largest number of high-
speed providers reported in any single zip code wa%eteThough these large concentrations of
high-speed providers tend to be located in high-density areas, several of the most sparsely
populated zip codes have almost as many high-speed providers. Indeed, some of these zip codes
may have few people living in them, but are highly industrialized sections of major metropolitan
areas For example, several of these low density zip codes with many providers are located in
the business districts of large cities, where business demand exists, but there are few, if any,
residents. These areas apparently exhibit high demand for high-speed services -- which may or
may not be consistent with the demand exhibited by the residents of these areas — and are able to
attract competition for high-speed services. At the same time, the availability of high-speed
services to business users in these areas does not necessarily indicate their availability to any
residents of these areas.

90. Household Income.

Figure 9 shows the percentage of Figure 9 - High-Speed Service
zip codes with high-speed Availability Rises with Income
subscribers by deciles based on 100%

median household income. As the 80% =

chart indicates, high median family o Il
income, too, has a marked positive] %% :H:H:H:H:”:H: O O
correlation with the presence of e N A
high-speed subscribersHi. Of

the highest income zip codes, 91%
have high-speed subscribers, while
of the lowest income zip codes, Source: Broadband Survey (1999)

just over 40% have high-speed

Zip Codes with High-
Speed Subscribers

O Median Household Income

117 Figure D in Appendix Bilustrates the relationship between population density and the presence of high-

speed service in more detals that table shows, even within the most sparsely-populated zip codes, density
appears to be a major positive factor, with high-speed service deployed in those areas where the bulk of the
population is concentrated.

118

SeeFigure D in Appendix B.

119 These primarily business districts demonstrate that “sparsely populated” areas asessarily rural or

under-developed.
120 5ee alsdrigure E in Appendix B. This table illustrates the relationship between household income and the
presence of high-speed service in more detail.
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subscribers?* Again, as we observed with the population density data, some of the low-income

zip codes that have high-speed subscribers include business or industrial areas of major cities that
have large demand for high-speed services. Thus, high-speed availability for residential low-
income residents in these zip codes actually may be less prevalent than that suggested here.

91. Small Towns. Based on data from the Broadband Survey, we estimate that 57%
of zip codes in small towns have at least one high-speed services sub&ci@ensistent with
the observations about population density above, we find that 72% of the small town population
across the country live in zip codes with a high-speed subscriber.

92. Indian - Tribal Areas. Our data also show that there is at least one subscriber to
high-speed services in 44% of the zip codes that contain tribal territories. This is below the
national average of 59%, described above.

93. Minority Populations. Data obtained in the Broadband Survey do not allow us at
this time, to draw significant conclusions about the availability of high-speed services to discrete
minority groups at this time. We note that other studies have indicated that minority consumers
are less IikeI?/ to own computers and to have Internet access than other segments of the
populationl.2 Thus, we are committed to working to gain a better understanding of the
availability of high-speed services to minority populations in the future.

5. Survey Data By Last Mile Technologies

94. We report below data on high-speed subscribership by last mile technology based
on our Broadband Survey and, where indicated, based on publicly-available sources. These data
show that there are multiple paths for high-speed service in the last mile. Some are clearly still in
the early stages of deployment but others -- such as cable and certain wireline technologies -- are
more firmly establishedIn addition to data on subscribership, we report data that sheds light on
strategies for deployment and the strengths and weakness of these last mile technologies. These
data may be predictive of which technologies will serve particular types of customers and which
technologies will have such significant capacity that lend themselves to particular applications.

For example, the Broadband Survey data show that cable high-speed services are delivered
primarily to residential and small business customers, while high-speed services over fiber and
other traditional wireline technologies tend to be delivered to large business and institutional
customers.

12L\we treat as the highest income zip codes those that fall into the top decile when zip codes are ranked by

median household income. Similarly, the lowest income zip codes are those that fall into the bottom decile when
Zip codes are ranked by median household income.

122 \We consider a “small town” to be a locale with a zip code that meets the following criteria: 1) between 1,000

and 15,000 in population; 2) between th& pBrcentile and 7%percenti|e in population density; 3) no adjacent
Zip codes have more than 10,000 population; and 3) adjacent zip codes have no more than 80% of the population
density of the small town’s zip code. Our zip code data do not distinguish among communities within a zip code.

123 5eel.S. Government Working Group on Electronic CommeFosyards Digital eQualitySecond Annual

Report, at vi (1999) (visited July 25, 2000) < httgwiv.ecommerce.govimrpt.itm>; U.S. Department of
Commercefalling Through the Net: Defining the Digital Dividduly 1999) (visited July 25, 2000)
<http://www.rtia.doc.gov/ntiahome/net2/falling.html >.
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95.  We expect that, over time, the Broadband Survey will continue to provide valuable
information about the state of high-speed deployment. For example, we report below data on the
percentage of lines billed directly to end-user customers, as opposed to another provider or
retailer, and we report data on the percentage of high-speed lines that providers deliver over their
own facilities, as opposed to facilities that they lease from another provider. These data reveal
that most reporting firms are selling directly to end-user customers and that most firms provide
high-speed services over their own facilities. It is possible that, over time, a more robust market
for resale of high-speed services may develop and that access policies may lead competitors to
lease facilities from incumbent providers. We expect that the Broadband Survey will allow us to
track differences across the last mile technologies and that these differences may assist us in our
periodic reviews of different regulatory regimes.

a. Cable Coaxial Systems

96. According to our Broadband Survey, high-speed lines delivered over coaxial
carrier systems in the last mdecount for 51% of the total high-speed lines as of year-end
1999 (See Figure 10.) More specifically, cable companies report over 1.4 million high-speed
lines in service using cable modem technology at the end of 1999. Of these, 62% meet the
Commission’s definition of advanced telecommunications capability. (See Figure 11.) As noted
above, our data show a three-fold increase in the number of advanced service lines provided over

Figure 10 - Cable Modems Serve 51%
of High-Speed Subscribers
13%

Figure 11 - 62% of Cable
Subscribership is Advanced

Services
. 51% One-way,
High-
14% speed Adv
EcC . 38% Service
able WADSL OOther Wireline BEOther 62%

Source: Broadband Survey (1999). "Other" includes: fixed
wireless, satellite, and optical fiber.

22%

Source: Broadband Survey (1999)

cable modem technology to residential customers, alone, between 1998 and 1999. Combining our
Broadband Survey data with publicly-available sources about the availability of cable modem-
ready plant, the 1.4 million cable high-speed lines reported represents a penetration rate of
approximately 3% of cable modem capable homes subscribing to cable modem service at the
beginning of the year 2006° Residential and small business subscribers, not surprisingly,

124 The Broadband Survey collected information on high-speed lines delivered over “coaxial carrier systems

including hybrid fiber-coaxial systems. In this report, we refer to these lines as being delivered over “cable
modem technology.”

125 Richard Bilotti, Benjamin Swinburne, Gary Leiberman, and Marc N0 Review/2Q00 Preview: Party

On at the Oligopoly Loungéviorgan Stanley Dean Witter, Apr. 4, 2000 at 15 (Morgan Stanley Dean Witter,
Oligopoly Loungg (almost one-third of all homes in the U.S. households were passed by cable modem
infrastructure as of year-end 1999)his penetration rate is similar to that predicted by some anafystid.

(end of 1999, high-speed penetration (the percent of data-ready homes subscribing to data service) was about
3.6%.)

(continued....)
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account for 99% of the reported high-speed lines delivered over cable systems. This is consistent
with our understanding that most cable systems are currently deployed in primarily residential
areas.

97. In addition, high-speed services using cable technology (such as cable modems) are
reported in 45 states and the District of ColuniBiaAs depicted in Figure 12, publicly available
information indicates that cable systems capable of providing cable modem service tend to be
Iocatetg7in more densely populated areas, especially in the East, the Midwest, and the West
Coast.

98. Data from the Broadband Survey also show that 96% of high-speed lines over
cable modem technology are sold and billed directly to end-user customers, as opposed to another
provider or retailer, and that 100% of these lines are delivered solely olieesamvned by the
reporting provider. In addition, 7% of these lines provide an information carrying capacity in
excess of 2 Mbps in both directions (though not necessarily symmetric).

(Continued from previous page)

1% Jessica Reif Cohen and Nathalie Broddd; Cable Modems, Christmas 1999's Hot Toy! Expect High-Speed
Data to Drive Results in 200Merrill Lynch, Feb. 16, 2000 at 34 (Merrill Lync®4 High-Speed Data Drives
Resulty. Penetration is the numbersafbscribers divided bdyomes passed by calsteodem-ready plant.

126 Between 1995 and 1997, when system upgrades to provide increased channel capacity and new services were

beginning, the Commission entered into “social contracts” with several large cable operators, which, established
specific system upgrade requirements. Generally, these social contracts required operators to upgrade the
majority of their systems to at least 550 MHz and to ensure that at least 50% of their subscribers were served by
systems having a capacity of at least 750 MBee Social Contract for Comcast Cable Communications, Inc.

Order, 13 FCC Rcd 3612, 3646-47 (19909cial Contract for Continental Cablevisiddemorandum Opinion

and Order, 11 FCC Rcd 299, 361-62 (19%)ntinental Cablevision, Inc., Amended Social Contr@cter, 11

FCC Rcd 11118, 11156-57 (199&gcial Contract for Time WarngeMemorandum Opinion and Order, 11 FCC

Rcd 2788, 2862-63 (19958 ppeal dismissed per stipulation sub nom. Intercommunity Cable Regulatory

Comm’n v. FCCNo. 96-1027 (D.C. Cir., March 25, 1999). Pursuant to these social contracts, operators further
agreed to provide free cable modems and high-speed Internet service to public and private schools, and to public
libraries passed by their systefi%.Comcast Social Contraclt3 FCC Rcd at 3650-51, 3652-830ntinental

Amended Social Contrgctl FCC Rced at 11159ime Warner Social Contractl FCC Rcd at 2868-69.

127" confidentiality concerns prevent us from producing a map based on the Broadband Survey data that shows
the zip codes containing subscribers to cable modem service.
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b. Wireline Technologies

99. In this section we have divided wireline technologies into three categories. First,
we look at asymmetrical DSL (ADSEY service, the most popular residential offering. Second,
we examine other traditional wireline services, including both T1 and symmetrical DSL (%‘bSL)
services. This category is primarily used by business customers. Third, we review optical fiber
services, which, because of their very high speed and substantial expense, are of interest mostly to
large business users. Together these LEC-delivered services represent a significant share of high-
speed subscribers nationwide, with asymmetric DSL accounting for 14% of all high-speed lines
and traditional wireline accounting for 22% of all high-speed lines, and optical fiber accounting
for between 9-13% of all high-speed linés.

100. Asymmetric DSL. Data from our Broadband Survey show that there were just
under 0.4 million asymmetric DSL lines in service in the United States at the £883%f
representing 13% of all high-speed lin&s.

This is consistent with other publicly Figure 13 - ADSL Focuses on
available analyst estimates, which show Residential and Small Business
incumbent and competitive LECs serving 219 Subscribers

approximately 20% of all high-speed
customers> Of these approximately 0.4
million asymmetric DSL lines, 50% of them
meet the Commission’s definition of
advanced services. These services were
reported in 44 states and the District of
Columbia, with 28 LECs reporting.

. ) . 79§/o .
OResidential/Small Business B Large Business

Source: Broadband Survey

101.  Of the approximately 0.4 million asymmetric DSL lines reported, an estimated
79% serve residential or small business custo?ﬁ%r&See Figure 13.) The vast majority of these

128 \We use the term “ADSL” in this report to refer simplygymmetridSL services, not to any particular

protocol or standard for DSL technology.

129\We use the term “SDSL” in this report to refer simplgymmetricDSL services, not to any particular

protocol or standard for DSL technology.

130 1n this report, we aggregate high-speed subscribership data for the optical carrier (fiber), fixed wireless, and

satellite technologies to address certain confidentiality issbes.supraote 111. Thus, the percentage of high-
speed lines over optical fiber technology reflects percentages based on the range of 250,000-350,000 such lines
nationwide.

131 This includes all lines capable of supporting speeds of 200 kbps in at least one direction.

132 Cable Modem Market Stats & ProjectiQr@BLE DATACOM NEWS (March 3, 2000) (visited July 25, 2000)
<http://www.cabledtacomnews.com/cmic/cmicl6.html> (U.S. cable modem subscribers were estimated at 1.5
million). Cf., Deployment - Updated 02/15/00ELECHOICE, INC. (visited July 25, 2000)
<http://mww.xdsl.com/content/resources/deployment_info.asp> (DSL lines in service at end1l&3&arere
504,110).
133 This total number is close to estimates made by the research and consulting firm TeleChoice for the same
point in time.See supraote 132. Note, however, that our count is lower because it only includes ADSL lines
while the TeleChoice count includes all forms of DSL deployment. As noted earlier, we ingD8&dservices
(continued....)
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lines are sold directly to end-user customers (90%) and delivered solely over facilities owned by
the reporting provider (93%). Almost none (0.1%) of the asymmetric DSL lines were reported to
provide an information carrying capacity in excess of 2 Mbps in both directions.

102. According to public estimates, incumbent LECs served approximately 93% of
ADSL subscribers, while the competitive LECs serve just under 7%. However, competitive
LECs reportedly have DSL capable equipment in one-third more central offices than do
incumbentd® Additionally, over the last year, competitive LECs appear to be adding customers
at a faster rate §564% increase in subscribership) than are incumbent LECs (46% increase in
subscribership)> (See Figure 14.)

103. Other Wireline. Carriers reported over 0.6 million high-speed lines in this
category, which includes T1 and SDSL services. All of these lines meet the Commission’s
definition of advanced services. These services were reported in every state plus the District of
Columbia and Puerto Rico, with approximately 48 holding companies reporting, representing both
incumbent LECs and competitive LECs.

104. In this category of other traditional wireline technologies, 92% were delivered to
large business and institutional users. Reporting providers indicate that 65% of their lines are
billed directly to end-users, with the balance billed to other providers or retailers. Most of these
lines, 93%, are provided over the reporting companies own facilities, though we note that only
facilities-based providers are required to complete the Broadband Survey. Finally, our data show
that 14% of these non-ADSL lines deliver an information carrying capacity in excess of 2 Mbps in
both directions.

(Continued from previous page}
in “other traditional wireline services” because they are products that the providers market to larger businesses as
an alternative to T1 service.

134 Deployment - Updated 02/15/00ELECHOICE, INC. (visited April 20, 2000)
<http://mwww.xdsl.com/content/resources/deployment_info.asp> (U.S. CLECs I6a@&BSL-equipped central
offices compared to 3,843 DSL-equipped central offices in service by ILECs as of first quarter 2000). Note that
this represents a narrowing of the gap between competitive LECs and incumbent LECs. At year-end 1999,
CLECs (4,475) had more than double the number of DSL-equipped central offices of ILECs (2,042).

135 SeeTeleChoice Deployment Statisticsypranote 132.
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105. Optical Carrierice., Fiber). In our Broadband Survey, both LECs and cable
providers reported having deployed this technology. We do not release, at this time, specific line
counts for high-speed services delivered over fiber in the last mile. These numbers are aggregated
with totals for high-speed lines delivered over fixed wireless and satellite technology to address
confidentiality concerns. In lieu of a precise subscribership total, we report that high-speed lines
over optical fiber systems account for between 250,000 and 350,008ines.

106. We can, however, report information about how these services are provided.
Ninety-eight percent of the reported optical fiber lines meet the Commission’s definition of
advanced telecommunications capability, and 21% were reported as offering service in excess of 2
Mbps in both directions. None of these lines were reported in service to residential customers.
Most of these lines (79%) are billed directly to end-users and virtually all (99%) are delivered
over facilities owned solely by the reporting company.

C. Terrestrial Wireless Technologies

107. The results of our Broadband Survey confirm that wireless high-speed is still in the
early stages of deployment, with wireless service representing fewer than 50,000 subscribers to
high-speed line§’ Of these reported lines, 77% meet the Commission’s definition of advanced
services. Almost all of the reported wireless high-speed lines (99%) serve residential or small
business customers. According to the data from the Broadband Survey, none deliver information
carrying capacity in excess of 2 Mbps in both directions.

108. Confidentiality concerns preclude us from providing more detailed analyses from
the collected wireless data and from producing a map based on zip codes where wireless
subscribers exist. However, publicly available information indicates that, as indicated in Figure
15, fixed wireless high-speed systems are scattered throughout the country.

109. Public estimates of the extent of wireless high-speed deployment differ markedly
and some industry analysts estimates substantially exceed our reporteo“%gﬁcashstance,
Morgan Stanley Dean Witter estimates that in 1999 there were rou%ﬂy 70,000 fixed wireless
subscribers, accounting for 0.2 percent of the total Internet access marRetnstein &

McKinsey also predict fixed wireless will capture @) high-speed subscribers, but in 2680.

On the other hand, Strategis Group reports substantially higher penetration rates for wireless
high-speed, estimating that 5 percent of businesses and between 3 and 4 percent of residences

136 See supraote 130.

137 See supraote 130.

138 geveral factors may explain these differences. Not all wireless providers met the reporting threshold, either

in terms of the number of high-speed subscribers in a state, or the transmission speed of their service. Business
customers utilizing wireless under private contractual arrangements similar to private line services are generally
not captured in our data. Wireless services with transmission speeds of 128 kbps may be included in some
analysts’ estimates.

139 Morgan Stanley Dean WitteFhe Broadband Repoatt 13.

140 Bernstein/McKinseyBroadband! at 33-34.
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subscribe to such servicts.

110. Two-way MDS fixed wireless technology is in its early stage of development.
Based on various public information sources, it appears that at least nine companies were offering
high-speed Internet access via MDS in a total of ten markets as of the end 5f 1989 analyst
estimates there were 12,000 MDS Internet subscribers at tha{f‘stimecording to another
analyst, two thirds of the roughly 4,000 MDS Internet subscribers estimated to exist at the end of
1998 were residentidf! The largest MDS operators, WorldCom and Sprint, have been targeting
their high-speed Internet access and other high-speed services to residential and small office/home
office customers, particularly customers that are beyond the reach of wireliné DSL.

141 Strategis Group).S. Wireless Broadband, LMDS, MMDS, and Unlicensed Spedéetm 2000, at 243, 252,
262; Strategis Groupjigh Speed Internet, Cable Modems, DSL and Wireless Broadbaaed1999, at 131.

142 These companies include Alaska Wireless Cable in Fairbanks, AK; IJNT.net, Inc. in Salt Lake City, UT and

Beaumont, TX; AIRNET in Cache Valley, UT; Nucentrix Broadband Networks, Inc. in Sherman and Austin,
TX; Sioux Valley Wireless in Sioux Valley, SD; SkyLynx Communications in Fresno, CA and Sarasota, FL; U.S.
Interactive d.b.a. AccelerNet in Houston, TX; Wireless First in Traverse City, MIl; and Sunbury Broadband
Services in Sunbury, PRegional Wireless Operators Select Hybrid Networks' 2-Way Today Solution To
Launch Multiple MarketsPR Newswire, Jan. 10, 2000; IJNT.net, Inc. Form 10KSB/A, Filed May 10, 2000;
Cache Valley AIRNETArea (visited May 23, 2000) <httpultvw.cvairnet.com/bodytmI>; Nucentrix

Broadband Networks Reports Financial Results, News Release, Nucentrix Broadband Networks, Inc. May 9,
2000; Sioux Valley WirelesService Area Majvisited May 23, 2000)
<http://svswe.com/html/SV_Wireless/about_us.htm>; SkyLynx Communications, Inc., Form 10KSB, Filed Apr.
14, 2000; AcelerNetCoverage Aredvisited May 23, 2000) <httpulivw.accelernet.net/services/indesati>.

Some of these companies, including AIRNET and IIJNT.net, lease spectrum from MDS and ITFS licensees.

143 Andrew BackoverCable, DSL and Wireless Vie for Market LeadersBIgNVER POST, Jan. 24, 2000

(citing the Strategis Group).

144 paul Kagan Asstates, Inc. MMDS: Analog Continues to Declin@/IRELESIPRIVATE CABLE INVESTOR Jul.

13, 1999, at 2.

145 Bernie Ebbersylerger Speech, National Press Club, Jan. 12, 2@@fted Jan. 21, 2000)
<http://www.worldcom-merger.com/press_room/ebbers nmpedphm>.

50



Federal Communications Commission FCC 00-290

51



Federal Communications Commission FCC 00-290

d. Satellite Technologies

111. Data from the Broadband Survey confirm that provision of high-speed services
over satellite technology is still in the early stages of deployment with fewer than four providers
reporting. Based on our standardized ranges, high-speed service over satellite technology
account for less than 50,000 high-speed [ineaVe note that most of these lines are provided to
residential and small business users, most are billed directly to end-user customers, and most are
delivered solely over the reporting companies’ own facilities. We also note that none of these
lines satisfy the Commission’s definition of advanced services. Again, confidentiality concerns
prevent us from providing information on the geographic distribution of satellite service.

D. Integrated View of Deployment — Case Studies
1. Introduction

112. In this section, we present five case studies detailing advanced services deployment
in various locations across the United States. The case studies complement the report’s aggregate
data on advanced services by providing an integrated view of actual deployment in particular
communities. Our case studies focus on: Los Angeles County, California, which contains the
second largest city in the United States; Waltham, Massachusetts, a suburb of 58,000 outside of
Boston; Muscatine, lowa, a town of 23,0001, South Dakota, a small town of6D0; and
Wilsondale, West Virginia, a rural, residential town of 571. We chose these locations to provide
an illustrative, rather than a representative, view of advanced services deployment. Some of these
locations are ones in which certain factors, such as local efforts or competitive pressures, have
resulted in a greater level of deployment than that enjoyed by other communities of similar size
and composition. We chose these areas to demonstrate some of the factors that appear to
stimulate deployment. We recognize, however, that other locations with similar demographics
may have more or less advanced services deployment than these five locations. The case studies
provide several important insights about the possibilities for advanced services deployment in a
variety of communities.

113. While recognizing that some states and localities are successfully bringing high-
speed services to rural areas, to some degree, the level of deployment in the case study areas
depended on population density. At the extremes, the findings are perhaps not surprising:
Consumers in Los Angeles County have a rich variety of choices of advanced services, while there
are no providers of advanced services for residents of rural Wilsondale. On the other hand, as the
result of a cable overbuild, both Waltham and Muscatine have three facilities-based providers of
advanced services, facts that evince an encouraging degree of competition outside dense urban
areas. Finally, we found that advanced services deployment extends, at least to some extent, to all
ethnic and economic groups in Los Angeles County, and likewise to the rural town of Miller,

South Dakota. We take these facts as indicating the potential for meaningful deployment of
advanced services to all Americans.

114. The case studies show that several factors can help stimulate the provision of
advanced services. Local businesses and governments can have a great impact on both the
introduction of advanced services and the degree of ensuing competition. We found that small

146 See supraote 130.

52



Federal Communications Commission FCC 00-290

towns such as Muscatine and Miller are likely to benefit greatly from a local firm with the
resources and interest to introduce advanced services into their communities. In both rural
Muscatine and suburban Waltham, progressive state laws and local officials had a positive impact
on advanced services deployment. Finally, it appears that, after the initial introduction of
advanced services, incumbents and new competitors often respond with competitive offerings of
their own, even in towns the size of Waltham and Muscatine. Los Angeles County

a. Introduction

115. Los Angeles County, California (the County), is one of the nation’s largest

Figure 16 - Median Household Income AP ro Rep DI
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counties with more than four thousand square miles of land Aréahas the largest population

of any county in the nation and contains the second most populous city in the nation, the City of
Los Angeles:™® In 1999, the County had an estimated population ofr@lidn people, of which
approximately 3.8 million reside in the City of Los Angelesin Los Angeles County, the

median household income is estimated to be $44;858&ee Figure 16.) Additionally, the

population is estimated to be 75 percent white, 11 percent African American, and 43 percent
Hispanic™®' (See Figure 17.) As detailed below, high-speed Internet services are largely available
to residents throughout Los Angeles County and are not limited to consumers in particular areas
of the County or to those of particular economic status.

116. Los Angeles is the top ranked county in the United States in manufacturing,
producing more than 10 percent of the nation’s aircraft and aircraft equipment, aluminum, dental

147 LA County Online: About Los Angeles Coufvigited July 12, 2000)
<http://www.co.la.ca.us/overview/htmAljout Los Angeles County

148 City of Los Angeles 2000 Economic & Demographformationat 2 (visited July 26, 2000)

<http://www.ci.la.ca.us/oars/econdemo.htniegnomic and Demographic Informatjon

149 |1d. Located in southern California, the County includes the islands of San Clemente and Santa Catalina and
has a Pacific Ocean coastline measuring 76 miles BeeAbout Los Angeles Countyn addition to the City of
Los Angeles, eighty-seven other cities comprise the Coudty.

150 USA Counties 1998, Los Angeles Couwtyited August 1, 2000)
<http://www.census.gowatab/USA98/06/037.txt>.

151 |d. Note that persons of any race can be Hispdaahic.
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equipment, games and toys, gas transmissions and distribution equipment, and women'’s apparel.
The County is home to the film, television, and recording industries and therefore serves as one of
the nation’s cultural centers. In addition, Los Angeles County is one of the most ethnically

diverse areas in the United States.

117. Because of its large and concentrated population, the presence of the second
largest city in the nation, a vibrant and growing local economy, and its competitive
communications markets, Los Angeles County is a particularly successful case of high-speed
deployment. Residents throughout the county have access to several high-speed alternatives, and
the multitude of offerings has resulted in competitive choices for both residential and business
consumers. Additionally, it appears that high-speed deployment has penetrated the entire County
and residents from the full range of ethnic and economic backgrounds have access to
competitively provided high-speed services.

118. The incumbent local exchange carriers serving the County are Pacific Bell, a
subsidiary of SBC Communications, and Verizon, formerly GTE. Wireless telephony providers in
the County include Pacific Bell, Verizon, formerly GTE, Sprint PCS, and AT&T, and satellite
television services are provided by DirecTV and EchoStar/the Dish Network. The County has a
fragmented cable franchise system and is divided into several franchise areas operated by Time
Warner, MediaOne/AT&T, Charter Communications, Adelphia, Buenavision, Comcast/Jones
Intercable, and Cox.

b. Current Deployment

119. DSL Services Both business and residential customers in Los Angeles County
may obtain high speed Internet access over copper telephone lines from a number of providers of
DSL services. Several DSL providers began offering County residents and businesses high-speed
access to the Internet in 1998. In addition to the two incumbent local exchange carriers, several
competitive local exchange carriers -- including Covad Communications, Rhythms
Netconnections, Inc. and NorthPoint Communications -- offer wholesale DSL services.
Furthermore, many Internet service providers resell various carriers’ DSL services branded under
their own namé>? In Appendix B, we present a summary of the variety of DSL services offered
to residential and business users in Los Angeles County.

120. Cable Modem ServicesCharter Communications began rolling out high-speed
Internet access in Los Angeles County through cable modem service in 1997. Currently, twenty-
five communities in Charter’s service area have access to cable modem service through Charter’s
affiliated Internet service providers. Through the eng08f0, Charter anticipates that network
upgrades vl be complete in six additional communities, which will amount to a totéB6f000
households throughout its service aréaMediaOne/AT&T began offering high-speed cable
services in early 1998. By year-end 2000, MediaOne expects to have completed deployment of

152 Consequently, many of the DSL service offerings in Los Angeles County are not provided by facilities-based

carriers.

153 See ex partéetter from Natalie Wales, Director, Law and Public Policy, California Cable Television

Assodation, to Julie Patterson, Common Carrier Bureau, Policy Division, CC Docket No. 98-146 (dated July 26,
2000).
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cable modem service throughout its entire Los Angeles County service area, which would
comprise more than 783,000 hom&sTime Warner launched cable modem services in the

County in 1999 and provides service to customers throughout seven cities within its service area,
with five additional areas being added by the end of 2800@dditionally, Buenavision offers

cable modem service throughout its entire Los Angeles service area, and 99 percent of Cox’s Los
Angeles residential cable customer can obtain high-speed cable modemlg%mmtelphia’s

cable modem service is available to 386,000 homes in seven markets within the County, and the
company expects availability to increase7&,000 homes by year-end 2000.We discuss

details of the cable-modem service offerings in Appendix B.

121. Wireless: In addition to DSL and cable modem services, Los Angeles business
consumers may access the Internet through high-speed connections provided by fixed wireless
providers. Teligent, for instance, offers high-speed Internet service to business customers in Los
Angeles through digital microwave technology.Similarly, Nextlink ecently launched
commercial fixed-wireless high-speed service in Los Andé?eﬁ. also appears that this
technology will be marketed to residential consumers in the near future. Fixed wireless providers
boast high-speed Internet connections at a fraction of the cost offered by local telephone
Kﬂobmp?gie§f3° In addition, fixed wireless service offers dedicated Internet bandwidth of up to 45

ps:

122. Satellite: Also available in Los Angeles County is Hughes Network Systems’
DirecPC product, which offers high-speed Internet access vitsatansmission. DirecPC
offers downstream speeds of up to 400 kbps, while upstream transmission is offered through the
conventional telephone network. DirecPC offers satellite Intagestss through several dealers
in Los Angeles County and either with or without Internet seNic®irecPC offers unlimited
Internet access as a package, as well as packages that include bundles of hours'8F access.

154 Id.
155 Id.
156 Id.
157 Id.

138 patricia HornVienna VA Based Firm Seeks Inroads Against Bell Atlafitie PHILADELPHIA INQUIRER

1999 WL 5573613 (Jan. 20, 1999).

159 Marcia MartinekThe Next Best ThingVIRELESSREVIEW, 2000 WL 7119147 (Mar. 31, 2000).
%0 sarah L. Roberts-it¢, A Network’s AnatomyINTERNETWORLD, Dec. 15, 1999, at 56 (“[Teligent] can
provide . . . Internet needs for a business—usually at roughly 30 percent off the phone company’s hill").

161
Id.

182 prices for DirecPC range from $19.99 to $49.99 per month for residential service depending on the number

of hours of service and whether an ISP is included in the packdgePC.com: How Much Does It Cost
(visited Aug 15, 2000) <httpudvw.direcpc.com/consumer/cost/costit>.

163
Id.
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C. Schools, Libraries, and other Programs

123. The Los Angeles County school system is comprised of 94 school districts, nearly
1,700 schools, and more than 30,000 classrd®Schools in Los Angeles County have
received approximately $278illion in E-rate funding since the program’s inception. With
respect to high-speed services, 641 Los Angeles Unified School Bissatiools will have been
upgraded from dial-up modems to T-1 lines by the end of Year 3 of the E-rate pf&gtam.
addition, in Years 1 and 2, Los Angeles Unified used $3.5 million of its e-rate funding for high-
speed Internet acces¥. Los Angeles Unified reports that the new technology has resulted in
students “taking virtual tours of educational sites and investigating new ways to apply their
technical knowledge:®

124. Each of the cable operators serving Los Angeles County has made substantial
commitments to providing free high-speed services to the County's schools and libraries.
Adelphia, MediaOne/AT&T, Charter Communications, and Cox Cable each provides free cable
modem service, including installation and equipment, to each of the schools and libraries in the
markets in which they offer high-speed services. Similarly, although it does not yet provide
residential cable modem service, Comcast/Jones Intercable provides free high-speed service, as
well as unlimited Internediccess through an #iffted ISP, to several schools and one library in
Los Angeles County. Finally, Time Warner and Buenavision intend to begin providing high-speed
cable service at no cost to the schools and libraries in the areas in which they offer residential and
business servicé&’ The cable operators indicate that high-speed Internet access provided to
schools and libraries includes one “drop” from the cable headend to a single access point in the
school or library, one cable modem, installation, and unlimited Intaoeeiss all at no cost to the
school or library”®

d. Discussion

125. As detailed above and in Appendix B, there is much evidence that Los Angeles
County, in addition to having a multitude of high-speed service providers, has an extremely
competitive market for high-speed services. Extensive advertising campaigns and vigorous

184 | os Angeles County Office of Education: County School Feisised July 12, 2000)
<http://www.lacoe.edu/schools/facts3.html>.

185 | 0s Angeles Unified School District is the largest school district in Los Angeles County.

186 See ex partéetter from James Konantz, Los Angeles Unified School District, to Julie Patterson, Federal
Communications Commission, CC Docket No. 98-146 (filed by Common Carrier Bureau Staff on August 15,
2000).

167
Id.
168
Id.

189 See ex partéetter from Natalie Wales, Director, Law and Public Policy, California Cable Television

Assodation, to Julie Patterson, Common Carrier Bureau, Policy Division, CC Docket No. 98-146 (dated July 26,
2000).

170
Id.
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promotional deals offer consumers a wide variety of competitively priced high-speed services,
with each provider touting what it considers to be important in differentiating its service from the
many others available.

126. Competition in Los Angeles County appears to be most robust in the provision of
DSL services, with incumbent LECs, competitive LECs, and wholesalers providing residential
services. With increased competition for DSL services, partnerships among ISPs, carriers, and
wholesalers have become more prevalent. Although partnerships between ISPs and DSL local
exchange carriers have been common for some time, Los Angeles County’'s competitive market
has begun to spring what until recently would have been thought unlikely partnerships.
NorthPoint, for instance, is the first competitive DSL provider to form a wholesale agreement
with an incumbent LEC, signing an agreement with Pacific Bell Internet Services to provide DSL
service throughout its California territory, including Los Angeles Coﬂﬁty.

127. Covad attributes the level of current competition for DSL services in Los Angeles
to the high population density of the area, which permits companies to build facilities more rapidly
and offers favorable economics because of the number of homes and busifdssagdition,

Covad cites a high rate of Internet usage throughout California for the relatively high level of
high-speed penetration in the area to ate

128. Additionally, competition among the varying high-speed Internet service offerings
in Los Angeles appears to be prevalent. Covad, for instance, differentiates its DSL products by
stressing the dedicated connection, which, unlike cable-modem service, will not slow with the
addition of other users to the system and which, again in contrast to cable, offers users greater
securitys?l;‘; Deployment of cable modems, however, appears to be higher than that for DSL
services.

129. An additional observation regarding the availability of high-speed services in Los
Angeles County is the broad geographic scope of deployment. Both cable modem and DSL
service are largely available to residents throughout the County rather than being limited to
consumers in particular areas of the County or of particular economic status. Indeed, as discussed
above, several Los Angeles cable providers either currently offer, or soon will offer, cable modem
service throughout their service areas. Furthermore, as demonstrated in Appendix C, figures J
and K (maps of DSL deployment in the County overlaid with median household income and
concentration of minority population) it appears that DSL service is more thoroughly deployed in

1 NorthPoint Reports Fourth-Quarter and Year-End 1999 Reguikited Apr. 27, 2000)
<http://mwww.northpointcom.an/about_press 000209.asp>.

172 Telephone Interview with Chuck Haas, Senior Vice President, Sales Development and Co-Founder, Covad
(June 2, 2000).

173
Id.

174 |d.; Covad: DSL Fast Factg&isited July 12, 2000) <httpwivw.covad.com/ds|_facts.cfm>.

175 See e.g.Cable Modems Lead DSL in Broadband Consumer Race, Says Insight ReSemBshDGE

TELECOM. ReP., 2000 WL 7984718 (Apr. 24, 2000); Ralca Cantwelllet it Ride INTERACTIVE WEEK, 2000
WL 4065171 (Mar. 3, 2000).
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residential areas with lower median incomes and higher proportions of minority populations than
it is in more affluent areas or in areas with a greater percentage of white residents. This appears
to be attributable to the fact that these low-income and high minority areas are adjacent to the
County’s major business district, where, demand for, and consequently deployment of, advanced
telecommunications capability is at its highest. We note that, as further discussed below, the
availability of DSL and cable modem service in these areas does not indicate high subscription
rates among either poor or minority residents of the County.

130. Overall, the high rate of deployment in Los Angeles County represents one of the
more successful high-speed case studies in the nation. Incumbents as well as competitors are
deploying high-speed services on a large scale, and cable modems, DSL services, and satellite
access to the Internet are available to residential consumers throughout the County. Additionally,
fixed wireless services, now available only to business customers, appear to be on their way to
customers’ homes. As a result, residents of Los Angeles County have many options when
choosing among high-speed services as well as high-speed service providers.

2. Waltham, Massachusetts
a. Introduction

131. Waltham, Massachusetts (the City), our choice for the suburban case study, is a
town on the Charles River nine miles west of Boston, that has a population of alo®@ 58.is
located on Route 128, which is the Boston tech corfid&mployers in Waltham are primarily
technology and computer companies, with some manufacturing. In addition, several universities
have campuses in Waltham. In the three zip codes that encompass W4ltharmedian
income ranges from $39,270 to $52,562. (See Figure 18.) In those zip codes, the population is
89% to 93% white, 2% to 5% African American, and 5% to 11% Hispanic. (See Figure 19.)

Figure 19 - Population
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176 Waltham(visited July 25, 2000) <httpwivw.magnet.tate.ma.us/dhcd/iprofile/315.htm>.

Y7 The three zip codes in Waltham are 02451, 02452, and 02453. MaplInfo,@onpgraphic Power Pack,
Current Year Updat€2000).
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b. Current Deployment

132. High-speed services are available in Waltham using cable plant, telephone plant, a
public network and satellite. Bell Atlantic is the incumbent local exchange carrier and MediaOne
is the incumbent cable provider. Eleven CLECs collocate in Bell Atlantic’s Waltham central
office. Several offer DSL services.

133. RCN'’s entry as a competitive provider of cable and high-speed Internet access
service, which it has accomplished by building its own network, has given consumers an
additional option for high-speed Internet access. DirecPC also offers high-speed Internet access
via satellite’’® The presence of additional CLECs that offer services, both facilities-based and non
facilities-based, hasccelerated deployment and lowered prices. Full descriptions of the services
offered in Waltham and the business strategies of the various service providers can be found in

Appendix C.
C. Schools, Libraries, and Other Programs

134. The public schools in Waltham also have the option of cable Internet access as a
result of the FCC'’s social contract policy and the City’s franchise agreements. Waltham public
schools have long benefited from a social contract, in which the provider undertakes to provide
free video service to all schodlS. RCN, as is typical in its franchise agreements, also provides
facilities for cable modem service to all public buildings in Waltham, including schdols.

However, Waltham’s schools do not currently use either RCN’s facilities or those of the
incumbent cable provider because of the awiliilabf the City’s infrastructuré®® In Waltham,

RCN also provides cable modem service and hardware for a community center, the Charles River
Public Internet Center, which is designed to allow citizens of the community to use this center to
access the Internet at high speeds.

d. Discussion

135. Waltham'’s high-speed service market has benefited from the City’'s location on the
Boston high tech corridor and its proximity to Boston. In addition, there appears to be a clear
pattern of competitive response among providers that has spurred deployment of facilities in
Waltham. In a series of consecutive actions, beginning with MediaOne’s launch of cable modem
service in the Boston area in September 1996, RCN, MediaOne, and Bell Atlantic introduced
high-speed services, decreased prices and expanded service offerings. As a result, today
residential consumers have the choice of multiple different high-speed Internet options for less
than $100 a month.

136. City officials also believe that a critical factor in their success was the City's

178 See supraaras. 58, 122.

179 See supraote 126.

180 Telephone interview with Scott Burnside, RCN Corp., Apr. 19, 2000.

181 Telephone interview with Paul Trane of Telecommunications Insights Group, telecommunications consultant
to the City of WalthamTrane Interview
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decision to hire a telecommunications consultant to seek out cable television and data access
competitors for the city. The consultant, Paul Trane of Telecommunications Insight Group,
developed a telecommunications plan for the city, handled all licensing and franchise negotiations,
managed city rights of way, and invited RCN to become a competitive video and high-speed
access provider. Thus, the city was welcoming to telecommunications competitors, and was
proactive in its use of various means, such as short-term open video system agreements, to speed
the deployment of advanced services while it negotiated longer-term telecommunications
franchises’® Such openness to new entrants most likely helped speed the entry of competitors to
the area.

137. Public investment in facilities has also played an important role in the deployment
of high-speed infrastructure in Waltham. The City built its own public institutional fiber network
in 1997 and 1998 because the existing networks were not meeting its needs, and analysts believed
that construction of a municipal network was cost effective. The network currently provides data
access services to all public buildings, including schools, and sth@nowvide telephone services
as well. The city recently spent #iillion on a switch to spport telephone service on the
network. The City is also considering the provision of video services to public buildings over the
network. Local telecommunications providers offer redundant support to this network rather
than supplying the institutional network its&.

138. The Commonwealth of Massachusetts will soon create another option for public
entities in Waltham. The Massachusetts Community Network initiative has contracted with a
provider to allow public entities across the state to purchase high-speed Internet access (at T1
rates, 1.54 Mbps) off a single contratt. While Waltham has the option of using this network
once it is operational, it will not need to do scuse of its own filities.™*

182 An open video system (OVS) is alternative regulatory treatment of multichannel video program distributor

service established by the 1996 Act. 47 U.S.C. 8571 (a)(3) - (4). An OVS agreement is analogous to a cable
franchise agreement: it is an agreement with the local regulatory authority for permission to serve the local
community, and usually involves some concessions on the part©M8erovider, such as high-speed service

to public buildings. Above, the agreements are described as “short term” because they wiatedagorder

to allow RCN to begin providing service, but were later replaced with long term traditional cable agreements.

183 Trane Interview

184 Digital Broadband CommunicatiorBroadband Network to Serve All of Massachusétesvs Release, Jan.

24 2000.

185 Trane Interview
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3. Muscatine, lowa
a. Introduction

139. Muscatine is a mid-sized town with a population of approximately 23,000 (county
population of 40,000), located along the Mississippi River in southeasterrfowhe 1995
estimate of the median household income
for Muscatine county is $38,840, while the

median household income estimate for the Figure 20 - Median Household
state of lowa is $33,436. (See Figure 20. Iresiie

As of 1996, the county population had a

racial composition of 98.0 percent white, 70,000

0.8 percent black, 0.3 percent Indian and ggggg
0.9 percent Asian or Pacific Islander. '

40,000
Based on the U.S. Census Buredi997 30,000 B Nationa
County Business Patternapproximately igggg 39,000 )

41 percent of the county’s labor force is
employed in manufacturing, with 17 percerft
employed in retail trade and 28 percent
employed in service$! The town of Muscatine is the facility site of several FortL®@0
companies, including Monsanto, Hon Industries, Inc. and Bandag, Inc.

140. It is notable in a town the size of Muscatine that there are three terrestrial,
facilities-based, high-speed service providers for residential customers: (1) Muscatine Power and
Water (MP&W), the town’s incumbent utility; (2) US West, the incumbent phone company, in
partnership with a local ISP; and (3) AT&T Cable Services. One factor contributing to this
degree of advanced deployment is lowa’s legal environment, which has encouraged municipal
involvement in the deployment of advanced telecommunications services. The state of lowa
actively has supported legislation and legal interpretations to overcome barriers that have
restricted municipal entry into high-speed provision in some other $tatas. a result, there are
now some thirty lowa communities that provide facilities-based telecommunication séfvices.

141. MP&W, Muscatine’s municipally-owned public utility, which consists of separate
electric, water and communications utilities, was the first to deploy high-speed facilities in

18 Muscatine Development Corporation: Introductifuisited Apr. 26, 2000) <httpwufvw.musatine.com/-
mdc/mdc.html>.

187 U.S. Census Bureau: 1997 Business Patterns for Muscatine Countyvisitexd June 12, 2000)
<http://www.census.gov/epcd/dbpap/97data/19/139.txt>.

188 SeeJames Baller and Sean Stok®sctor's Authority to Engage in Telecommunications Activitiisited

July 12, 2000) <http://munitelecom.org/v1il/Baller.html> (providing background on state barriers to municipal
entry into telecommunications serviceSgmmunications Update: Score Tied at 1-1 for Municipal
Telecommunication@isited July 12, 2000) <httpwivw.fredlaw.com/newsletters/cable/-ca®®©8122331.html>
(same).

189 Bob HaugTelecom: To Support and Strengthen lowa’s Municipal Utilitiésited May 9, 2000)
<http://wwwiamu.org/main/telecom.htm>.
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Muscatine:>° It conducted a marketing study in 1996 that showed resident interest in
municipally-provided telecommunications. A detailed feasibility study and business plan then
followed. Finally, in a public referendum on July 22, 1997, 94% of the voters approved the
communications utility. The communications utiligceived $18nillion in initial funding from

the municipal electric utility, and completed construction of its fiber network in the spring of
1999.

142. On the heels of the completion of MP&W'’s telecommunication network,
Muscatine Information Services (MIS), a local ISP, announced, on June 7, 1999, that it was
launching a DSL-based Internet service in Muscatine, called Must3NEhis service developed
out of a partnership between US West and the Stanley Group, one of Muscatine’s oldest
businesses with eighty-five years of experience in environmental and telecommunication matters.
Also in the summer of 1999, AT&T began to offer its AT&T@Home cable modem service to its
cable customers in Muscatine.

b. Current Deployment

143. MP&W provides high-speed cable-modem Internet access to residential customers
and a Municipal Area Network for business customers. MP&W'’s telecommunication network
consists of a hybrid fiber coax (HFC) system with 125 homes per node. It can deliver a maximum
of 4 Mbps downstream and 1 Mbps upstream for connected customers. MP&W obtains its
connection to the Internet backbone through Netins, a division of lowa Network Services, Inc.
(INS), a telecommunications firm formed in 1986 by a consortium of 128 independent telephone
companies. INS has a point of presence in Muscatine, from which it carries traffic to Des Moines,
where Netlns connects with the Internet backbone provider.

144. The telecommunications service area covered by MP&W includes the municipal
boundaries of Muscatine, plus MP&W'’s authorized electric-service territory. The company is
further authorized to extend these boundaries to neighboring service areas, wherever it is
economically viable to provide telecommunication services. Within the Muscatine municipality,
MP&W service passes 100 percent of approximately 9,400 city homes. Of these homes, some
3,500 homes subscribe to MP&W'’s cable video service and some 1,400 homes subscribe to its
high-speed Internet service, as of April 2000. Thus MP&W'’s high-speed service has achieved a
market penetration of nearly 15 percent, since the service began some 15 months ago.

145. Muscatine Information Services (MIS) offers high-speed service in conjunction
with US West Interprise Megabit Servic€s.MIS acts as the hub, collecting and routing data
traffic over the US West asynchronous transfer mode Cell Relay Network to its ISP service,
MuscaNet. High-speed service is available at speeds ranging from 256 kbps to 7 Mbps.

19 Muscatine Power and Water: Communicati¢visited Apr. 25, 2000) <httpulivw.mpw.org/-
communications.htm>.

191 Muscatine Information Serviggisited Apr. 25, 2000) <httputvw.muscanet.comtiml/-
dsl_new_release.html>.

192 U.S. West's MegaBit Services provides high-speed service to the Internet or to a corporate LAN, using Rate

Adaptive DSL (RADSL) technologyUS West Megabit Services: Fast Fagtsited Apr. 27, 2000)
<http://mwww.uswest.com:80/productstd/dsl/fast_facts.html>.
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Currently, DSL service is available in areas that meet line quality criteria and lie within 15,000 feet
of US West’s main office, which is located in downtown Muscatine. Some 75 percent of the city
of Muscatine lies within 15,000 feet of the DSL-capable central office, and therefore customers
living within this area should be able to qualify for DSL service.

146. The AT&T@Home service delivers high-speed cable modem access directly to the
personal computer. This service has a downstream speed of up to ?Mﬂ}pmream data
transfer is limited td.28 kbps. The @Home service is operated by TCI of Eastern lowa and is
available everywhere within the Muscatine city limits. In addition, DirecPC’s service is also
available in Muscatin&*

C. Schools, Libraries and Other Programs.

147. Muscatine’s high school offers its students Internet access through connections in
every classroom, with a student-to-computer ratio of 4 for 1. These services are a part of the
lowa Communications Network (ICN). The Muscatine community school district has received
approximately $75,000 in E-rate funding.

148. The lowa Communications Network is a state-owned and administered fiber optics
network created to make educational, medical, and governmental services more easily accessible
to lowans in each of the state’s countlés.Completed in 1995, the ICN reaches all 99 lowa
counties with some 3,004iles of DS3 fiber optic cable backbone, and s@0te full-motion
video sites at public libraries, hospitals, physician clinics, and accredited schools and 5’8lleges.
Fiber optic endpoints are located in each county, at each of the three state universities, at the
studios of lowa Public Television, and at the Capitol Complex, giving a total of 104 such sites.
Every school district which chooses to participate can obtain a video connection. In total, the
state’s network links hospitals, state and federal government, public defense armories, libraries,
schools, and higher education through both high quality, full-motion video and high-speed
Internet connections

149. Additional Internet-connection to area students is offered by Muscatine
Community College through its degree programs.

193 The actual speed of transfer is dependent upon several variables, such as the customer’s computer

performance and configuration, performance characteristics of each component of the data network, the number
of users and overall network traffi@T&T @Home Cable Internet Service: Frequently Asked Quegtitited
Apr. 27, 2000) <http:¥ww.athomeatt.com/pages/fag.html#HowfastisTCIHome>.

19 DirecPC.com: How Much Does It Cos{®isited Apr. 27, 2000) <httpudvw.direcpc.com/-
consumer/cost/cost.html>. The nearest point of presence for service in Muscatine is 26 miles away.

19 The lowa Communications Network supports full-motion, two-way video conferencing across the entire

network. Its backbone network consists of very high-speed DS3 (T3) cirbugsgovernmental Information
Technology Environmental Assessm@itited May 9, 2000)
<http://www.date.ia.us/government/iitt/assess.htm>.

1% state of lowa: lowa Access Netwgvisited June 13, 2000) <httmAdw.icn.date.ia.us/text/txtindex.html>.
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d. Discussion

150. One unique factor in the development of high-speed services in Muscatine is the
strong role of public investment, both through the lowa Communications Network and through
both the state and municipal governméntsLike several other states, lowa has been proactive
in overcoming legal barriers that limit municipal provision of high-speed servicd991h the
lowa legislature voted unanimously to allow the provision of telecommunications services
through municipal utilitie$®® Dissatisfied with the legislature’s action, the lowa Telephone
Association challenged an lowa town’s plans to provide competitive telephone service; the lower
court rejected the challenge, and the lowa Supreme Court affrmed the judgment.

151. For smaller lowa communities attempting to attract new businesses and retain their
current economic base, municipal provision of advanced services, combined with the Internet’s
ability to overcome distance barriers, can be an enticing factor. If municipal provision of high-
speed infrastructure encourages growth and establishes the demand for high-speed service, other
providers such as cable and telephone may then find a sufficient client base to begin to offer their
own services. In Muscatine, the telephone and cable companies responded quickly to the
deployment by the local utility. Municipal utilities-based deployment may also allow private
providers to realize time and cost savings, for example, by sharing unused dark fiber capacity and
with using public right-of-ways.

197 See, e.g.Communications Updat@isited July 13, 2000) <httpwivw.fredlaw.com/newsletters/cable/-

cable9908122331.html> (discussing the lowa State Supreme Court ruling that lowa towns may offer
telecommunications services to the public).

19 5ee1997 lowa Acts, ch. 81 (codified at lowa Code §§ 476.1B(1), .1B(3), .29(16), .96(3) (Supp. 1997)).

199 Seelowa Tel. Ass'n v. City of HawardeB89 N.W.2d 245 (lowa 1999). The lowa telephone Aission had

argued that an lowa law prohibited the public sector from providing services in competition with the private
sector. The lowa Supreme Court held that the State of lowa is a “franchising authority” under 47 U.S.C.

§ 510(22), and that a franchising authority may not impose requirements that prohibit the provision of
telecommunications service by a “cable operator” (pursuant to 47 U.S.C. § 541(b)(3)(B)). Because the City of
Hawarden is a cable operator, the Court said, the State cannot prohibit the city from providing telephone service
over its cable system. Further background orH#weardencase is available from theederal-State Joint

Conference on Advanced Services: Midwestern Regional Field Heaisitgd July 13, 2000)
<http:/mwww.fcc.gov/jointconference>.
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4. Miller, South Dakota
a. Introduction

152. Miller, South Dakota is a town of@55 and is the county seat of Hand County
(population of 4,1445%° Miller is located in central South Dakota to the east of the Missouri
River. The great majority of Miller’s
population is employed in government, servige Figure 21 - Median Household
and trade industries, and agricultural activitieg. Income
In 1989, 728 out of 4,133 residents of Hand

County were designated as living at or below]
the poverty levef’’ In 1993, the median 60,000

. 50,000
yearly household income for Hand County wgds 10000 ——
$26,454°" (See Figure 21.) Although high- | 33553 Rhllien | Average
speed service has recently been deployed in| 10,000 iy 8,000

Miller, it has not been deployed to the extent
described in the other case studies.

153. The cable television service provider in Miller is Midcontinent Communications, a
company that has been providing cable television service in South Dakota siné&’ 1968.
West is the incumbent local exchange carrier in Miller. It provides frame relay, ISDN, and ATM
services to customers in Miller. US West provides these services using leased DS3 capacity from
Sully Buttes Telephone Cooperative, Inc. Sully Buttes Telephone Cooperative is a member of the
South Dakota Network, a consortium of 40 South Dakota independent telephone companies with
over 4,000miles of buried fiber optics in South Dakota. The South Dakota Network provides
data, video and voice inter-city transport to South Dakota’s commercial and medical sectors, the
State of South Dakota, educational institutions, and national interexchange éatriers.

b. Current Deployment

154. On September 29, 1998, the @Home network announcedlabeafélationship
with Midcontinent Cable Company and its TCI partnership systems, to deliver high-speed cable

200 5outh Dakota: Miller-Hand Countfvisited May 1, 2000) <httputvw.state.sd.us/oed/profiles/miller.htm>.

201 J.S. Census Bureau: USA Counties 1988ited June 14, 2000) <http://tier2.census.gov/cgi-
win/usac/table.exe>.

202
Id.

293 Midcontinent Cable Company is a wholly owned subsidiary of Midcontinent Communications. The vast

majority of the Midcontinent systems now are interconnected by a newly-constructed fiber network extending
from southeastern South Dakota into central North Dakdee Excite@Home: 2Home Network and
Midcontinent Cable Co. Announce Affiliate Relationglipited Mar. 7, 2000)
<http:corp.excite.com/News/pr_980929 01.html>.

204 seeSouth Dakota Network LLC: State’s Largest Fiber Network Adds 25 New Owner Confpisities
June 12, 2000) <httpwivw.sdnet.narticle070699.html>.
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Internet services to its cable communities in North and South Dakota, beginning eaﬁ?1999.

Since February 1, 2000, Midcontinent Communications has providied With high-speed cable
service, offering its 1.5 Mbps @Home service to residential customers in Miller. This service is
deployed on an HFC 750 MHz interactive cable system. Midcontinent Communications uses
UUNet as its backbone provider; AT&T@Home transports traffic froieMo UUNet's POP

in Sioux Falls, South Dakota. Since the introduction of @Home service in February, 14
households out of the 1072 homes passed are subscribing to the @Home service -- a penetration
rate of slightly over 1% in seven month&.Midcontinent @Home costs $29.95 per month for
Midcontinent cable subscribers or $39.95 for non-subscribers. Customers have the option of
leasing a cable modem for $10 per month or purchasing one for $225. There is a one-time set up
fee of $99, which covers installation of an additional dataport, an Ethernet card, and
Midcontinent@Home software.

155. US West has not found that there is a market or customer base to justify the
expenzsog of deploying DSL servicess described above, DirecPC is available to residents of
Miller.

C. Schools and Libraries

156. In addition, Miller schools haveeceived approximately $42,000 in E-rate support.
The E-rate allowed Miller to greatly increase the speed of its previously slow classroom
connections. E-rate funds have also been used to purchase necessary internal connections. As
part of the cable industry’'s and Midcontinent’s commitment to the National Cable Television
Association’s High Speed Education Connedéfiband the Cable in the Classroom prograths,
all state-certified K-12 schools in communities served by Midcontinent are eligible to receive free
cable television service and, where available, high-speed Internet access. Midcontinent is
currently providing these services to the three public schools in Miller.

205 see@Home Network and Midcontinent Cable Co. Announce Affiliate Relatiofésiied mar. 7, 2000)
<http://www.corp.excite.com/News/p#80929 01.html>.

2% These data reflect sales activity as of May 16, 2000.

27 seeDirecPC.com: How Much Does It Costsited Apr. 27, 2000)
<http:/mwww.direcpc.com/consumer/cost/cost.html >. According to the DirecPC website, the ctagdestittet

for DirecPC equipment is located in Sioux Falls, South Dakota, 131 miles from Miller. The nearest Internet
point of presence is also in Sioux Fal3f. suprapara. 59.

2% The High-Speed Education Connection is a program begun in 1996 in which the cable television industry

pledged to equip at least one site in every consenting elementary and secondary school passed by cable's high-
speed services with a cable modem providing basic high-speed access to the Internet, free dfiatiangé.

Cable Television Association: Cable Operators Expand Education Commiisiteid June 12, 2000)
<http://mwww.ncta.com/home.html>.

299 Cable in the Classroom is a $2 million per week public service effort supported by 41 national cable networks

and over 8,500 local cable companies. These networks and local cable companies act as a partner in learning
with teachers and parents by providing a free cable connection and over 540 hours per month of commercial-free
educational programming to schools across the couseg Cable in the Classroom Home: What Is Cable in

the Classroomvisited June 12, 200&http://mww.ciconline.can/abthom.htm>.
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157. Schools in Miller also have been wired under South Dakota’s “Wiring the
Schools” and “Connecting the Schools” (CTS) progr%\lr%sWiring the Schools established a
solid LAN and electrical infrastructure in the K-12 school buildings across South Dakota. CTS is
a follow-up endeavor, building on that foundation for the creation of a statewide video and data
intranet to improve the educational opportunities for K-12 students in South Bak@as
ultimately will connect all K-12 schools into a single, statewide data and video intranet—referred
to as the Digital Dakota Network—to enhance education opportunities for every student in South
Dakota”? The State Bureau of Information and Telecommunications and Department of
Education and Cultural Affairs coordinated the effort to set up the educational intranet. US West
is partnering with the state and other telecommunications vendors to provide the high-speed
infrastructure and services that connect the schools to the state-administered intranet and the
World Wide Wel*?

d. Discussion

158. Miller, South Dakota is an example of a small town in which high-speed service
has been fully deployed by one provider. Unlike the other case studies, there is no competition in
the provision of wireline high-speed services. That high-speed facilities are being deployed in so
many of the smaller towns in South Dakota served by Midcontinent, including Miller, may owe to
Midcontinent’s longstanding relationships with the many small rural communities it serves, and a
commitment on its part to provide its service area with high quality telecommunications.

2% connecting the Schools Project Installation Progress of the Digital Dakota Negvisited May 12, 2000)
<http://cts.state.sd.us/status.htm >.

1 The network infrastructure named Digital Dakota Netw&®RI) provides a frame relay or a minimum of

an asynchronous transfer mode (ATM) T1 to approximately 400 public school buildings in the state. The general
rule is that elementary schools (K-&ceive frame relay and that grade$2 receive ATM. The frame relay

circuits deliver data communications (World Wide Web, e-nedil) and the ATM circuits deliver data and

video (H.320 based). South Dakota Network (httpuit.sdnet.net) and US WEST (www.uswest.com ) are the
telecommunication companies providing frame relay and ATM services. Vtel (mitpAtel.com) LC5000

video room systems are being installed in the eligible distance learning classrooms.

%2 The Digital Dakota Network uses asynchronous transfer mode switching centers in telecommunications

central offices throughout the state. This leading edge, cell-switched technology transports voice, video and data
at speeds of up to 155 Mbps. ATM augments the existing statewide US West frame relay data network.

23 ys West will give schools participating in the Connecting the Schools project—including schools outside its

service area—free access to more than $17 million worth of company data networking and interactive video
equipment. VTEL, Cisco and 3Com are providing the equipment to US West at discountedSee&nuth

Dakota: Janklow and U S West Make Giant Leap Forward in Providing Technology for State's School Children
(visited May 10, 2000) <httputivw.state.sd.us/governor/Press/Releases/1@@@fdber/USWestCTSth>.

24 «Midcontinent is continuing to deploy high-speed service areas in rural America, even though the upgrades

are very expensive and capital intensive. We are willing to undertake the substantial risk of deploying in low-
density, high-cost areas because of the stable regulatory environment in which we have been operating, and
because we believe that the service we are offering appeals to our customers.” Statement of Joe H. Floyd,
President and Chief Operating Officer of Midcontinent Media, Inc. aEE@ Summit on Rural
TelecommunicationdVashington, D.C. (Sept. 9, 1999)he United States Senate: CEO Summit on Rural
Telecommunications — Closing the Digital Divigesited July 3, 2000).
<http://mwww.senate.gov/~dpc/evertt80909>.
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5. Wilsondale, West Virginia
a. Introduction

159. Wilsondale is a small, unincorporated town in Wayne County in southwestern
West Virginia, on the edge of Cabwaylingo state forest. It is located on rural route 41, near

highway 52. With a population of 571,

Wilsondale is a residential town where Figure 22 - Median Household
about 80% of the 199 households are T

single family home$:® The population

density is low, at about 17 persons per

square mile. The median household 70,000

income is $12,500, below th&"2 20,000

percentile in the nation. (See Figure 22.] 40,000

Wilsondale was formerly a coal-mining 28’888 ™ Nationz
town with a school, but there are no 10,000 — |
longer businesses or schools in 0

Wilsondale. School-aged children attend

schools in the neighboring towns of
Dunlow, Crum or Wayne.

160. Verizon (formerly Bell Atlantic) is the incumbent carrier for Wilsondale itself,
providing service from a switch in the nearby town of Kermit. Also, three of the schools that
Wilsondale children attend, Crum Elementary, Crum Middle School and Tolsia High School lie in
Verizon territory. Verizon currently has no plans to deploy high-speed services to Wilsondale.

161. Citizens Telecommunications Company of West Virginia (CTC-WV) is the
principal incumbent local exchange carrier for much of Wayne County, and serves two schools
that Wilsondale children attend, Dunlow Elementary and Wayne High School. CTC-WV does
not receive Rural Ulities Service funds.

162. There is no cable operator serving Wilsondale. Charter Systems is the cable
operator for the nearby towns of Dunlow and Crum, where Wilsondale children attend school.
Charter Systems is in the process of updating its cable plant throughout Wayne County to two-
way, but does not plan to extend any service to Wilsondale at this time.

b. Current Deployment

163. As noted, high-speed wireline service is not available in Wilsondale. No cable
operator has found that there is even enough of a market to provide cable programming services
to Wilsondale.

164. DirecPC offers high-speed Internet access across most of the U.S. and Wilsondale
residents may obtain high-speed Internet access viitedteough this service. According to
the DirecPC web site, the nearest brick and mortar retail outlet for DirecPC equipment is 165

%5 5eeWayne County Homepage (visited July 7, 2000) <httpai.elocal.com/start.aggec=

4&zipcode=&countyid=3036&portalid=0&stateid=48&cityid=30079&cs=5&parentid=197>.
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miles away"°
C. Schools and Libraries

165. There are no schools in Wilsondale. The children attend elementary schools in the
nearby towns of Dunlow and Crum. The middle school is located in Crum, and high school
students attend one of two schools, Tolsia High School or Wayne High School, both north of
town.

166. The Wayne County school system Technology Coordinator reported that none of
the five schools have a high-speed Internet connection. The schools access the Internet over
shared 56 kbps lines using Cisco 2500 routers. Tolsia H.S. has approximately 100 computers for
445 students on one 56 kbps line. The 594 students of Wayne H.S. share one 56 kbps line with
482 Wayne Middle School students. Thus, approximately 200 computers share the Wayne H.S.
56 kbps line. Crum Middle School's 45 computers and Crum Elementary School's 77 computers
share a 56 kbps line using a frame relay circuit that is typically used for data traffic. Dunlow
Elementary has approximately 35 computers for 103 students on a 56 kbps line. Thus, the
computer density per student is high, but the number of computers sharing a 56 kbps line causes
slow connections. Tolsia H.S. has received nearly $5000 in E-rate discounts. The Wayne County
school system has received $210,000 in E-rate funds to support these services.

167. CTC-WV, the incumbent carrier for most of Wayne County, donated the routers
and equipment for schools in its service area, Dunlow Elementary and Wayne High School. CTC-
WV also installed and maintained the systems for one year. CTC-WV does not currently have
plans to provide high-speed Internet connections to these schools, but could provide T1 lines to
the schools at a discounted rate. Verizon, the incumbent carrier for Crum, assisted Crum schools
with Internet connection through its World School program. Verizon donated a Cisco router to
Crum Elementary and Crum Middle Schools for connection over their 56 kbps frame relay circuit.
Verizon also donated free installation, browser software, training, two years of router
maintenance and 2 years of Internet access. The schools also use the frame relay circuit for a
state-wide administrative data network. Verizon provided the same equipment and services to
Tolsia H.S., which is also a part of a Verizon-sponsored video distance learning pilot program.
For the distance learning program, Verizon provided $50,000 in video equipment and an 80%
discount on an upgraded router. Thi#f @nable Tolsia to disconnect its 56 kbps frame relay
circuit and use a T1 line and ATM for both video and high-speed Internet access.

168. The area cable operator, Charter Systems, provides free cable to the area schools.
Charter Systems is in the process of upgrading its system in Wayne County to two-way traffic and
may be able to provide high-speed service to the schools when finished, but does not currently
have plans to do so.

169. The school system receives annual state money for technology that is shared
among the 21 schools in the county. West Virginia SUCCE&8iding provides about

2% gee also suprparas. 58, 122.

#7 SUCCESS, Student Utilization of Computers in Curriculum for the Enhancement of Scholastic Skills is an

eight million dollar per year state funding program to provide technology tools to prepare students in grades 7-12
for college and employmenSeeWV SUCCES®isited July 25, 2000) <http:aess.k12.wv.us/saess/>.
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$200,000 per year for computer and network improvements and West Virginia Blsic Sk

funding provides about $180,000 per year to support a Compass Learning“8y/stecording

to the Wayne County School System Technology Coordinator, the funds were not distributed
evenly among all the schools, because the impact would be minimal. Instead, funds were used
first to create half-computer labs in the largest schools, then to upgrade the labs to full labs, then
to bring computers to the smaller schools, and finally to bring computers into the classrooms. In
addition, the school system has a Cisco Acad€rap in each high school. The school system

also uses various grants and gets some funds from the governor when money from the state
budget remains at the end of the fiscal year.

d. Discussion

170. Wilsondale, West Virginia is an example of a residential rural town with a small
population, low population density and no broadband service. There are no plans to deploy
broadband service to Wilsondale. For a small, rural town such as Wilsondale, adequate school
and library Internet access is critical. Such towns could benefit from broadband connections to
the area schools. Programs such as E-rate, in connection with assistance from local carriers or
cable providers and state funding can make a great difference in bringing broadband service to
these areas.

6. Best Practices

171. In addition to the geographic area case studies, we have also conducted, in
conjunction with the Federal-State Joint Conference on Advanced Services, a review of
community-based deployment efforts to identify best practices which have led to increased access
to advanced telecommunications capability. This information has been developed through the
series of hearings and site visits sponsored by the Joint Conference, the development of the
database on project characteristics and literature review. The field hearings, site visits, and the
Joint Conference’s growing database of community deployment efftinese provided
important insights into the kinds of efforts that can successfully bring advanced services to a
diverse range of communities. This section outlines some of these successful strategies.

a. The E-rate and Rural Health Care Programs

172. The E-rate and the Rural Health Care Program, both elements of our universal
service program, have been successful in bringing advanced services to many communities. The
E-rate provides discounts on telecommunications and Internet services as well as on some of the

%8 compass Learning, formerly Jostens Learning System, is a provider of instructional software to schools to

help teachers manage student performance personalize learning, and connect communitiesSefeusers.
Compass Learning — About (gsited July 25, 2000) <httpwivw.compasslearning.o@’about/about01.html>.

9 The Cisco Networking Academy is a self-paced web program that teaches students to design, build, and

maintain computer networks. It uses web-based delivery of educational content, coupled with online tools and
network-based applications that provide a hands-on appr&@sedCisco Networking Academy Program —
Program Overview(visited July 25, 2000)

<http://www.cisco.com/warp/publié”9/edu/academy/overview.html>.

220 gee<http://mww.fcc.gov/jointconferences.
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inside wiring and equipment necessary to bring modern communications technology to K-12
schools and public libraries. The program gives priority to applications from poor and rural
schools. It funds eligible requests for telecommunications and Internet services before requests
for internal connections. It funds eligible services regardless of the speed at which they provide
transmissions.

173. The Rural Health Care Program provides discounts on telecommunication services
for not-for-profit rural health care facilities to bring their rates for telecommunications services
down to that of similar services in urban areas. The program provides discounts for
telecommunication services related to telemedicine regardless of the speed of the transmission.

174. Both of these programs are designed to provide direct benefits to the recipients.
At the same time, they can increase local demand for advanced services, improving the economics
of building out necessary infrastructure. They can also provide exposure and training to the
potential of advanced services, which may further stimulate demand.

175. The E-rate allows schools and libraries to obtain high-speed services where they
had not been previously able to do so. In some instances the E-rate has made possible an
advanced service connection to the Internet where even dial-up access was not available before.
In the Alaska Field Hearing, we heard testimony from a remote school district that the E-rate is
the single largest factor responsible for connecting virtually all rural Alaska schools to the
Internet, most at least at speeds that at least meet our definition of high-speed’$etviee.

Rural Health Care Program, too, has brought advanced services to many rural communities, and
will provide over $9 million dollars in funding taupport to applicants around the country by the

end of its second ye&?. In the Aleutian Islands in Alaska, the rural health care corporation and
the school district have been able to work together to build a shared network and leverage the
discounts each receives from these universal service programs to obtain more bandwidth than
either could do on its owff’

176. In Florida we heard testimony on how the E-rate enables libraries to provide
consumers with both improved access to advanced services, and with the training necessary to
take full advantage of the opportunities that these services p?é“sent.

b. Demand aggregation

177. One successful deployment technique is the practice of aggregating customer
demand for advanced services when seeking a provider. Through this method, groups of
customers can substantially reduce providers’ customer acquisition costs, demonstrate demand
sufficient to warrant infrastructure investment and use facilities efficiently.

221 Transcript of April 17, 2000, Alaska Field Hearing,
<http:/mwww.fcc.gov/jointconferenceljc-transc-ak3.htm#beckley> (Alaska Field Hearing).
222 niversal Service Administrative Company 1999 Annual Report to Congress and the FCC: Reaching and
Connecting Americand/arch 31, 2000.

223 Alaska Field Hearing, <http://www.fcc.gov/jointconferenceljc-transc-ak3.htmi#beckley>.

224 Transcript of June 9, 2000, Florida Field Hearing at 51, 137 (Florida Field Hearing).
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178. Berkshire Connett’is an example of a successful demand aggregation effort. In
rural Berkshire County, Massachusetts a consortium of business, cultural, academic and local
economic development leaders formed Berkshire Connect and created an attractive market by
aggregating demand from all sectors and all levels of users. The consortium was able to attract
several million dollars for the construction of new facilities. As a result, they are now able to
purchase advanced services at rates comparable to those paid in Boston. The Commonwealth of
Massachusetts, through its Massachusetts Community Network, has taken a similar approach
using the combined demand of local government traffic. The state requested bids for T1 services
to all of its municipal governments and schools. To win the contract, the bidder was required to
offer the same price for T1 service to any customer, regardless of location. According to the
Project’s management the winning contract cut T1 costs in Massachusetts nearly in half, and
guaranteed access to T1 services for all towitisges and schools in the stafe.

C. Anchor Tenants

179. Anchor tenancy has also proved successful. In this strategy a public entity, or
other large customer, uses its demand to attract investment in infrastructure with advanced
telecommunications capability. The infrastructure which is used to provide service to this anchor
tenant can then be used by other business and residential consumers, or it can be the springboard
for deployment of additional facilities. In some instances, public entities acting as the anchor
tenant have put conditions on their purchase agreements, such as requiring providers to serve
rural areas in a certain time frame.

180. In Colorado, the state has acted as an anchor tenant. Colorado requested bids for
high-speed service at each of its 64 county seats to carry the State’s data traffic, such as data
related to driver’s license and registration and that related to public assistance benefits. The state
intended to offer a multi-year contract to the winning bidder. Bids were evaluated based on price,
and how quickly remote counties would be served. The state chose a winning bidder in April
2000, and by 2003 the successful bidddirb& serving all counties with advanced
telecommunications capabilify. The State of Montana has undertaken similar initiatives, the
most recent is called SUMMITNET Il. This project connects 9 Montana communities and carries
the traffic of public and educational entities. In addition to providing direct benefits to the public
customers involved, the project sponsors believe it will to bring investment in advanced services
capability to these communitiés.

d. Public Investment

181. Direct public investment in desired infrastructure has also been used. There are
many instances where a municipality, usually one that already provides another utility service like

22 Transcript of May 22, 2000, Massachusetts Field Hearing at 96-104 (Massachusetts Field Hea€irmigo
Berkshire Connedivisited July 25, 2000) <httpwiivw.bconnect.org>.

226 Massachusetts Field Hearing at 114-115.

227 Owens Announces $37 Million State Contract for US West to Build High Speed Computer Network Linking
all of Colorado(visited Aug. 2, 2000) <httpullivw.gtate.co.us/gov_dir/o4-17-00a.htm>.

228 Transcript of June 21, 2000, Montana Field Hearing at 24 (Montana Field Hearing).
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cable or electricity, builds its own high-speed telecommunications facilities and directly serves
customers. In other instances, states have invested in substantial fiber networks to schools or
other customers.

182. Hawarden, lowa took this approach. The City of Hawarden operated a successful
electric and cable utility. Unhappy with the telecommunications service options available to them,
the City decided to build its own advanced telecommunications facilities. They have now built a
hybrid fiber coaxial cable network throughout the town. Businesses in the community that
previously feared being left behind in a digital age, no longer fear being forced to relocate to have
access to the modern communications they rféedn Orange City, lowa the town government
formed a partnership with its local telephone companies and is building a wireless system that is
bringing high-speed Internet to its citizens. The case studies of both Waltham, Massachusetts and
the Muscatine, lowa illustrate the strong role public investment has played in those
communities™>

e. Use of Unlicensed Spectrum

183. Several entries in our database are from small local Internet Service Providers who
have used unlicensed spectrum in the 2 GHz band. This unlicensed spectrum can be used with
little capital outlay to provide high-speed Internet access. Use of the spectrum does not require a
license. Providers in rural counties in Utah, Wisconsin and Indiana all point to this unlicensed
spectrum as the only realistic high-speed option for their commufitties.

f. Strategic Planning

184. Several communities also point to the importance of incorporating
telecommunications needs into other planning efforts in the community such as economic
development, education and healthcare. Through these efforts community leaders can understand
the potential uses and demand for high-speed services. Then, by combining this knowledge with
an understanding of the existing infrastructure and the service options available, community
leaders can strategize on how to obtain the advanced services they need. Several communities
have cited knowledgeable staff or consultants as being crucial to developing and implementing a
strategic telecommunications plan. The city of Waltham, Massachusetts, points to its hiring of a
consultant as crucial to its success in providing so many options to its citizens. Colonel Michael
McCabe of the Montana Army National Guard views his organization’s use of an independent
consultant as critical to understanding their needs and how to meet'thehe state of
Colorado has made grants available to local governments to address this issue in a companion
effort to its demand aggregation initiative. Local governments use these grants to develop

229 Transcript of April 19, 2000, Nebraska Field Hearing at 37 (Nebraska Field Hearing). Remarks of Jerry

Klemme, Loll Craft Industries, Hawarden, lowa site visit (Apr. 20, 2000).

230 gee supraections 1V.D.2, IV.D.3.

%1 gee database entries from Walworth County, Wisconsin by Bella Mia, Inc.; Knox, Indiana by Wabash Valley

Computing of Indiana, Inc.; Sevier, Utah by AirZip Internet, all available at
<http://www.fcc.gov/jointconference>.

%32 Montana Filed Hearing at 33.
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strategic plans for connecting their communities to the statewide netivork.
E. Investment and Growth in High-Speed Access Technologies

185. OQverview. Since 1996, industry investment in infrastructure to support high-speed
services has increased
dramatically, and analysts
forecast that this upward trend

Figure 23 - Annual Infrastructure Investment

$30

will continue. One factor cw _ OILECs

spurring this rise in investment [ 2§ % BCLECs
appears to be the introduction of @ = $107] 1 OWireles
competition into the $0 OCable

telecommunications market. 1994 1995 1996 1997 1998 1999

Since the passage of the 1996
Act, infrastructure investments
by incumbent LECs, competitive
LECs and wireless carriers have risen substantially. Cable companies also began investing in
facilities upgrades at about the same time. (See Figure 23.)

Source: ALTS, CTIA, FCC, MultiMedia Telecommunications Market Review

186. An equally significant factor driving infrastructure investment is the rapidly rising
demand for high-speed services. Only a few years after the wide availability of Internet service,

approximately 33% of US households ar

on-line, with the vast majority (92%) of Figure 24 - Residential High-Speed Access
these relying on narrowband connectiong. B

Within the next five years, analysts 7

predict that the number of on-line 2 40

households will more than double, to g L

67%, and between a third and a half of £ 20

those access connectiond ise high- % 10 1

speed. (See Figure 24Thus, analysts 2 0

call for residential high-speed ® 1999 2000 2001 2002 2003 2004
Sql?scnbtetrr?hlg tO_ Ingreajzeoggrp 132 B Cable Modem ODSL OFixed Wireless M Satellite
million at the beginning o] _

million at the end 02004.2* With Sl

narrowband subscribership staying
relatively constant during this time, high-speed will represent a major growth opportunity for the
industry, rather than merely a new offering for former narrowband subscribers. (See Figure 25.)

233 Bean Pole Project - Community Based Access gi@aigiled Aug. 4, 2000) <httpuivw.state.co.us/mnt>.

234 seeAppendix D. See alspMorgan Stanley Dean WitteBroadband Reporat 13; Berstein/McKinsey,

Broadband!'at 33; Blake Bath, Lehman BrotheBypadband Report Card-Conference Call Noa¢® (Apr.
2000) (Lehman Brother&roadband Report CajdTelechoiceDSL Deployment Summary, Projections,
Updated Nov. 5, 199@isited July 25, 2000) <httpuiivw.xdsl.com/content/resources/deployment_info.asp>;
Strategis Groupligh-Speed Internet Repaat 129; PioneeiCLEC Reporat 6-13; Jonathan Atkin and David
Coleman, Dain Rauscher Wess@al|lish on Broadbanat 77 (2000) (Dain Rauscher Wess8sllish on
Broadband; Richard KlugmanTelecommunications Services, First Quarter 2000 Presaie8v(Apr. 17, 2000).
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Figure 25: 1999 - 2004 Broadband Market Forecast
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See Apendix D

187.
to over 67.3 million subscribers,
and has facilities that pass
approximately 94% of U.S.
household$® Industry studies
report that by year-end 1999,
upgraded cable plant, capable o
providing service to cable
modems, was available to 52%
(50.3 million) of the country’s
96.6 million homes passed by

cable®® Analysts expect the

Cable: The cable television industry currently provides video programming service

=

Residential Subscribers
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Figure 26 - Average of Analysts' Forecasts for
Residential Cable Modem Subscription

1999 2000 2001 2002 2003

2004

percentage of two-way enabled
cable plant to continue to grow @ average of 7.5% each year through Z008Vithin five

years, analysts project that 84% of all US households will be passed by infrastructure capable of
providing cable modem servié&. (See Figure 26.)

188. Over the past five years, cable operators have increased their aggregate

235 paul Kagan Assocs., Ind.Q-Year Cable TV Industry Projectigr@able TV Investor, Jun. 19, 2000 at 6.

236 geePaul Kagan Assocs., Indvedia Index DataBasé&he Kagan Media Indeat 8 (Jan. 31, 2000);
Bernstein/McKinseyBroadband'at 30. According to Morgan Stanley Dean Witter, almost one-third of all U.S.
households were passed by cable modem infrastructure as of year-en8ed#6rgan Stanley Dean Witter,
Oligopoly Loungeat 15. Among the seven largest cable operators the percentage of upgraded facilities ranged
from 32% to 85%.SeeAppendix D (Cable Company Specific Statistics on Upgrades, Investments).

%37 Bernstein/McKinseyBroadband!at 30.See alsdRaymond Lee Katz and Adria B. Markus, Bear Stearns,

Cable Advanced Telecommunications Capabilities and Broadband, Byte Fight! Competition and Response in
Residential Video and Broadbaatl (2000) (Bear StearnByte Fight) (“Upgrades should be completed by year-
end 2003, although we believe most of the operators we follow will be largely completed with their upgrades by
the middle of 2002."); Merrill LynchCable Televisiomat 23 (Apr. 26, 2000) (“Merrill Lynch Cable

Televisiofi) (“By the end of this year, cable plants should be 60% to 85% upgraded to 750 MHz with two-way
capability. By YEOO, we anticipate that over 80% of cable plants will be upgraded and by YEO1 we project that
most of the plant upgrades will be complete.”); Morgan Stanley Dean Wittigqpoly Loungeat 15.

238 Morgan Stanley Dean WitteBroadband Reporat 10, 13 (cable modem pass 31% of households in 1999
and will increase to 84% of households in 2004).
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infrastructure investment expenditures by between 10 and 25% arffiugligble operators

report aggregate expenditures of as much as $3.4 billib®98 for system upgrades — $2.3

billion for general systempgrades necessary to deploy high-speed data andidrl b

specifically for data access system modificatiSh€One analyst projects an 11% increase this

year in capital expenditures by cable operators over 1999, with total capital expenditures of $3.8
billion, including $1.2 million for data-specific modificatiofis. However, this analyst also

predicts a slight reduction and leveling of capital expenditures between 2001 and 2005 at
approximately $2.5 billion annualfy

189. Industry analysts estimated an average of 1.42 million cable modem subscribers in
the U.S. at the end of 1999 this represents a penetration rate of 3%. Our Broadband Survey
Data reported 1.41 milion cable modem lines in service. Industry analysts estimads tifat
June 2000, the number of cable Internet subscribers in the United States has increased to 2.3
million, with reports of 00 new installations per d&y. By year-end 2000, industry analysts
estimate cable modem subscriptions will more than double, to 3.2 million subsétibrany
analysts expect that over the next five years, cable modem subscriptions will continue to increase
dramatically, reaching an average estimate of aflldn subscribers by year-er20D04**

239 1999 Video Competition ReppReport, 15 FCC Red 978, 997 at para. 39 (2000); Paul Kagan Assoc., Inc.,
Estimated Capital Flows in Cable TZABLE TV FINANCE at 2 (May 1999); Paul Kagan Assoc., Ifestimated
Capital Flows in Cable TMCABLE TV FINANCIAL DATABOOK at 149(Aug. 1999); Jessica Reif Cohen and
Nathalie Brochu, Merrill LynchCable Television, Q1E: Digital and Data Rollouts Accelerating Significaattly
25 (Apr. 2000); Multimedia TelecommunicatioAssodation and Telecommunications Indusigsodation,

2000 MultiMedia Telecommunications Market Review and Forexta&h (2000) (MultiMedia2000 Market

Review and Forecast

240 Morgan Stanley Dean WitteBligopoly Loungeat 33.

241
Id.

242
Id.

%3 Dain Rauscher WesseBullish on Broadbanat 77. Cf. Strategis Group)S Wireless Broadbarat 208.

244 Cable-Modem Count Ris¢3une 8, 2000) (visited July 25, 2000) <httpwiv.mutichannel.com/daily/
26.shtml>.

245 Morgan Stanley Dean WitteBligopoly Loungeat 15; Bernstein/McKinseBroadband!at 33; Lehman

Brothers,Broadband Report Cardt 2; Richard Klugmarifelecommunications Services: First Quarter 2000
Preview at 8 (Apr. 17, 2000) (DLIQ PrevieW, The Strategis Groupjigh-Speed Internet: Cable Modems,
DSL and Wireless Broadbarad 129 (Dec. 1999) (Strategis Grotpigh-Speed Internet Rep@irPioneer
Consulting,Data CLEC's: xDSL Markets and Opportunities for Small and Medium-sized Busia¢$s48
(1999) (PioneerCLEC Repoilt Raymond Lee Katz, Adria B. Markus, Bear Stea@ahle TV & Broadbanét
45 (Apr. 2000) (Bear StearnGable TV & Broadband

4% Morgan Stanley Dean WitteBligopoly Loungeat 15; Bernstein/McKinseBroadband!at 33; Lehman

Brothers BroadbandReport Cardat 2; DLJ,1Q Previewat 8; Strategis Groupligh-Speed Internet Repaat
129; PioneerCLEC Reportat 6-13; Bear Stearn€able TV & Broadbanat 45.

76



Federal Communications Commission FCC 00-290

forecast penetration rates for cable by 2004 range from 17% tG*30%.

190. Cable operators invested earlier than other service providers in upgrades of their
systems to provide residential customers with high-speed access to the Internet and other public
data networks, in part in response to potential competition from other service providers such as
telephone companies and DB%.As a result, cable operators had captured over 70% of
residential high-speed data subscribers nationwide by the end of*1888@,they are likely to
remain a strong presence among residential subscribers in the future. Cable's share of subscribers
to advanced services will likely decline over time, however, as competitors to cable complete their
facilities deployment to offer high-speed services on a widespreadBasis.

247 jessica Reif Cohen and Nathalie Brod@d; Cable Modems, Christmas 1999's Hot Toy! Expect High-Speed
Data to Drive Results in 200Merrill Lynch, Feb. 16, 2000 at 34 (Merrill Lync4 High-Speed Data Drives
Result}; see als@uthorities citedupranote 234.See alspAppendix D.

248 gee e.g Dain Rausher Wess@ullish on Broadbandt 96.

249 guprapara. 70.

%0 Morgan Stanley Dean WitteBroadband Reporat 10; Stephen Flynn, Jeffrey Camp, and Sean Grogan,

Morgan Stanley Dean Witte§pecialty Broadbandat 85 (2000) (Morgan Stanley Dean Wittgpecialty
Broadband; Dean Rausher WesseBRjllish on Broadbandt 8; Bernstein/McKinseyBroadband!at 30.
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191. Wireline: At the beginning of 2000, analysts estimate there were approximately
500,000 DSL subscribef¥. This represents about 11% of the total high-speed access subscribers
and about 1.3% of the total on-line markétAlone, the first quarter of 2000 saw more than
250,000 new DSL subscribers.
Incumbent LECs reported
increases of between 25 and 1000000 P
50%, and competitive LECs Honee /
reported subscriber increases of §
between 50 and 80%%"

Analysts project 2 million DSL
subscribers by the end of 2000.
Many analysts predict that, over . : : : : :
the next five years, residential 1999 2000 2001 2002 2003 2004
DSL subscription will grow to Source: See Appendix D

*® Others suggest that

Figure 27 - Analysts' Forecasts for DSL Subscription
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the data market is growing at 30% per y&a{See Figure 27.)

192. 1n 1999, incumbent LECs invested almost $B®b in infrastructure’™
Competitive LECs’ capital expenditures have also grown dramatically, rising from $5 billion in
1997, to $9.2 iion in 1998, and to $15.1illion in 19997 One analyst predicts that incumbent
LECs will spend more than $8 billion dollars over the next four years just to provision DSL

%1 DSL Prime NewsUS DSL Deployment and Subscrihedpdated Feb. 4, 2000 (visited May 10, 2000)
<http://mww.dslprime.com/News_ articlesailability.availability.html>; TeleChoice DSL Deployment Summary
— Updated 5/5/00 (visited May 10, 2000) <httpwiiv.xdsl.com/content/resources/deployment_info.asp>.
Incumbent LECs were providing service to over 75% of those subscribers; competitive LECs were providing
service to approximately 24%; and IXCs were serving the remaining 1%.

%2 Bernstein/McKinseBroadband!at 33; Bear Stearn€able TV and Broadbanat 72; Morgan Stanley Dean

Witter, Broadband Reporat 16.

%3 TeleChoice DSL Deployment Summary — Updated 5/5/00 (visited May 10, 2000)
<http://mww.xdsl.com/content/resources/deployment_info.asp>.

%4 Dave Burnstein, DSL Prime Newghe Numbers — First Quarter US Subscribatrd (May 4, 2000).

25 geeauthorities citedupranote 234.

2% geeauthorities citedupranote 234.

%7 Dain Rauscher WesseRullish on Broadbandt 6.

%8 ALTS Annual ReporState of Competition in the US Local Telecommunications Marketatatéreb.

2000); Multimedia Telecommunicatiodssodation 2000 Multimedia Telecommunications Market Revatw
55 (this is total capital investment, only portions of which are allocable to the provision of DSL).

29 ATLS Annual Report, Graphic F, referencing PaineWebber and New Paradigm Resources Group. These

investment figures represent capital expenditures by competitive LECs of over 56% of their revenues and
expenditure by incumbent LECs of 23% of their revenues. ALTS Annual Report, Graphic G (citing company
reports and New Paradigm Resources Group).
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service®®

193. Investments in fiber and fiber optic equipment also illustrate the increasing trend in
high-speed investment. Incumbent LEC fiber deployment has increased annually each of the past
10 years, including a 14.7% increase in 1998Competitive LECs increased deployment of fiber
66% in 1998 alon&” At least one analyst predicts a compound annual growth rate of 61% in
fiber deployment for residential access in the next 5 y&aimilarly, annual spending on fiber
optic equipment has tripled in the past ten years: in 1999 it was $llidr6 At least one
analyst predicts that spending on fiber optics will continue at close to current levels for the next
several years as new network deployments are compfétadieed, this analyst foresees a jump
in spending on fiber optic equipment to $28am in 2003, a compound annual growth rate in
excess of 239"

194. More broadly, the industry landscape also indicates a significant increase in
investment. In 1996 there were nine public competitive LECs with a total market capitalization of
$3.1 billion. In1999, there were 35 competitive LECs with a market capitalization of $86.4
billion.*® Eleven competitive LECs held initial public offerings in 1999, raising over $lfiohp
and strategic investments within the competitive LEC sector raised an additional $7.4 billion in
equity for these carrief§’

195. Currently, analysts estimate 25% of US households fall within the distance limits of
a central office from which DSL is now being offef8t At least one analyst projects DSL
penetration to increase from 2% in 1999 to 27% in 2004 and projects the number of households
to which DSL is available to increase from 25% in 1999 to 80% in 200@ome analysts predict
that DSL subscription will ougce new cable modem subscription in part because of the ease of
DSL modem “plug and play” installation which reduces the need for techniciarf Visits.
Additionally, growth in the small to medium-sized business market is expected to be strong and
may cause DSL to capture a larger share of high-speed access than cable.

%0 Bernstein/McKinseyBroadband!at 72.

%1 ECC Fiber Deployment Report at 2, Thl. 6; MultiMed2800 Market Review and Forecast64.
%2 MultiMedia, 2000 Market Review and Forecast65.

2%%d. at 67.

26414, at 68.

265
Id.

26 ALTS Annual Report at Graphic O.

%7 ALTS Annual Report, Graphics D and E; Dain Rausher Weselish on Broadbanat 15-17.

%8 Morgan Stanley Dean WitteBroadband Reporat 16; Bernstein/McKinsegroadband!at 30.

29 Morgan Stanley Dean WitteBroadband Reporat 16; Bernstein/McKinseyroadband!at 30.

270 Bernstein/McKinseyBroadband!at 31. Standardized modems are not yet available and many consumers
complain that DSL installation currently is fraught with difficulty.

79



Federal Communications Commission FCC 00-290

196. DSL deployment started later than cable upgrades and began in response to the
1996 Act and the presence of competitive access providers. Theildyasbnbundled
network elements and line sharing has spurred tremendous investment in DSL deployment. DSL
equipment is currently installed in approximately 27% of the nation’s central offices, as contrasted
with cable having 52% of its plant currently upgraded. However, analysts project continued
increases in annual capital expenditures by both incumbent and competitive LECs. This suggests
continued growth for several years before infrastructure investment will level off. Analysts
project that in the next five years DSL will have 13 million household subscribers which is 36 %
of the residential high-speed market and 18% of the on-line nfark&halysts also predict DSL
has the potential to reach 80 % of househdfds.

197. Wireless: Analysts expect the market for fixed wireless high-speed services to
grow significantly over the next 3 to 5 years. Analyst projections for fixed wireless growth in the
residential market range from 2 to 2.6 million subscribe2908 and from 3 to 4.aillion
subscribers in 2004° These estimate

suggest penetration levels of between Figure 28 - Average of Analysts' Forecasts for
12 and 15% of the projected Residential and Business High-Speed
residential high-speed mark@ﬁ Terrestrial Wireless Subscription
Projections for business use of fixed § osoo

wireless high-speed range from o

364,000 to 450,000 subscribers in { 2000

2003, with at least one analyst 3o

projecting an additional 100,000 S

unlicensed wireless business users in 0

1999 2000 2001 2002 2003 2004

2003°™ Business use projections for | source: see Appendix b
wireless high-speed service beyond
2003 vary widely, from 14% to 50% penetration of the high-speed business Mar{@ee
Figure 28.) One analyst predicts that by 2003, lowerband wireless provitleesash 34% of
US households and upperband provideiis-@ach 13% of US households.

198. Capital expenditures by MDS providers for two-way high-speed services began
recently, in part because two-way service was authorized just two years ago, in September of

2’1 see authorities citeslipranote 234.

272 Bernstein/McKinseyBroadband!at 30; Morgan Stanley Dean Witt&pecialty Broadbanet 16.

273 peter Jarich and James Mendelson, Strategis GtoS8pWireless Broadbarat 243, 252, 262; Strategis
Group,High-Speed Internet Repaat 131; Bernstein/McKinsegroadband'at 33.

274 Bernstein/McKinseyBroadband!at 33.

2’5 strategis Group,).S. Wireless Broadbarat 243, 252, 262; Strategis Grotfigh-Speed Internet Repaat
131; Bernstein/McKinseyBroadband'at 33.

2% strategis Group,).S. Wireless Broadbarat 243, 252, 262; Strategis Grotfigh-Speed Internet Repaat
131; Bernstein/McKinseyBroadband!at 33; Wireless Weel,he Year of the Laundt 1A ( June 5, 2000).

277 Strategis Group,)S Wireless Broadbarat 241, 251, 260.
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1998%"® Capital expenditures by MDS providers are expected to increase significantly in the next
few years, as two-way fixed wireless services are currently in the early stages of deplByment.
Even within the past year, acquisitions and consolidations within the MDS industry have
accounted for more than $fibn in transaction$®® Although much of the spectrum used to
provide MDS service was originally licensed, rather than being auctioned, auctions of some
remaining MDS spectrum aroused substantial interest in the industry, bringing bids in excess of
$216million.**

199. Capital expenditures by upperband wireless providers have increased significantly
in the past few years. Teligent reports capital expenditures ofriioa in 1999, up from $183
million in 1998%% Capital expenditures by upperband wireless services are expected to increase
further over the next few yeafs. One analyst predicts cyclical LMDS capital expenditures over
the next four years, reflecting market by market buildout schedules, with an initial 8-fold increase
in hub expenditures this ye#t The 28 GHz LMDS spectrum auctions have garnered $623.8
million in winning bids and the 39 GHz spectrum auctions garrigt&6.6million in winning
bids?®*® Acquisitions in the upper bands in 1999 totaled anotheill®h fn investment® Over
$36million in public and private equity investments have been made in the past 18 months in

278 Strategis Group,)S Wireless Broadbarat 152.

29 Analysts estimate WorldCom will have to spend approximately $100 - $200 million in capital expenditures in

2000 and even more in 2001 to meet its plans to deploy high-speed services to 100 cities by 2001; Sprint is
expected to spend $200 million on fixed wireless capital expenditures in 2000. Morgan Stanley Dean Witter,
Broadband Reporat 88, 105.See alspStrategis Groupg)S Wireless Broadbarat 256.

280 sprint acquired six MDS operators for appnoeately $1.2 billion in 1999; WorldCom acquired four MDS

operators for approximately $1 billion also in 1999. Dain Rauscher WeBabish on Broadbandt 19.

21 ECC Wireless BureauAuction Topics, Original Auction Data, Summary Maffisited Aug. 2, 2000)

<http://www.fcc.gov/wtb/auctions>.

282 Teligent Reports $31 Million in 1999 Revenue: Expands Teach to Four ContiResgs Release, Teligent
(Mar. 6, 2000).

283 instar estimates capital expenditures of approximately $1 billion in 2000. WinStar, Form 10-K at 40 (Mar.

10, 2000). Touch America anticipates spending $15 million to build it's iniNdD& footprint. Touch America
Launches Wireless, High-Speed Broadband LMDS Servigetia, Press Release, Touch America (Nov. 5,
1999). AT&T may spend up to $350 million on capital expenditures on fixed wireless services in 2000 in
preparation for deployment of its 39 GHz licenses in 2001. AT&T Corp., Form S-3 at 60 (Feb. 2, 2000).

24 Strategis Group,)S Wireless Broadbarat 246. (LMDS hub expenditures predicted to increase from $17.6
million in 1999 to over $133 million in 2000. MDS hub expenditures over the next four years is expected to
total nearly $700 million with almost another $700 million spent on CPE)

25 ECC Wireless BureauAuction Topics, Original Auction Data, Summary Matffisited Aug. 2, 2000)

<http://www.fcc.gov/wtb/auctions>.

%% | early 1999 NEXTLINK Communications acquired twdlDS companies for $69illion; in June 1999
Qwest and a group of private capital firms acquired Advanced Radio Telecom, a 39Ghz lincensee, for $251
million. Dain Rauscher WesseBullish on Broadbandt 77. Cf. Strategis Groug)S Wireless Broadbarat

208.
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upperband fixed wireless providéfs.

200. Wireless high-speed providers are the newest terrestrial entrants into the high-
speed market. While current deployments reach less than 1% of households and businesses,
terrestrial wireless has the potential to reach residential consumers and business unserved by cable
or DSL and the potential to compete with cable and DSL for the potentially lucrative small to
medium business market. Recent acquisitions, consolidations and investments suggest significant
growth expectations for both lower band and upper band wireless providers in the next few years.
Indeed, analysts predict wireless high-speed ®adlth 4.4million subscribers bg004, which
would represent 12.4 % of high-speed access.

201. Satellite: High-speed service is available today by satellite, with Hughes’ DirecPC
being the primary provider of residential
satellite high-speed service. In February HEI0 29;QE?‘QL?ZI;’L‘L‘;?E?SJSLSate"“e
2000, Gilat Communications and Microsoft
announced the development of “Gilat to zzggggg
Home,” which is projected to offer 2,500,000
residential two-way satellite advanced
service by the end of 2068. A variety of
other satellite providers project deployment 1222222
of systems capable of providing residential 0
and business advanced services over the n
several year&’

2,000,000
1,500,000

Subscribers

2001 2002 2003 2004

eé%urce: See ppendix D

202. Subscriber projections for satellite high-speed systems vary signifi€antly.
According to one publicly available source, residential subscription to high-speed satellite services
is currentlyapproximately 60,008 Projected subscription rates by 2004 vary from 1.2 to 4.6
million.?* (See Figure 29.) One analysts projects that satellite penetration of honmeachedr

287 pain Rauscher WesseBullish on Broadbandt 15-17.

288 MSN and Gilat Satellite Networks Introduce First Consumer Two-Way Satellite High-Speed Internet Access
Service Joint Press Release (Feb. 16, 2000). Subsequently, Direc-PC announced it too would begin two-way
residential advanced service by the end of the ydaghes Network Systems Announces Upcoming Two-way
DirecPC Satellite Internet AccesSompany News Release, Hughes Network Systems (Apr. 27, 2000).

% These companies include: Hughes (Spaceway), AstroLink, iISKY, CyberStar, SkyBridge, Teledesic and

PanAmSat. ING Baring§,he Satellite Communications Industiarch 2000 at 24, Exhibit 2-7 (ING Barings,
March 2000; Merrill Lynch Global Satellite Marketplacat 101.

29 ING Barings predicts that the number of residential subscribers will increase from close to 100,000 estimated

in 1999 to over 39 million by the end of 2008. ING Baririgarch 2000at 13. Banc of America Securities
foresees subscription of 13 million by 200Be¢ Banc of America SecuritieSatellite Communications Industry
Overviewat 60. According to Gilat, 27 million households will only have a satellite opS8eg.James M.
Gifford, Firms Merge Broadband Internet, 8dlite TV,Space News at 12 (July 10, 2000).

21 gatellite Broadband Strategy Dominates SBCAmmunications Daily (July 24, 2000).

292 Thomas W. Watts and William W. Pitkin, Jr., Merrill LynGtobal Satellite Marketplacet 36 (Apr. 1999)
(Merril Lynch Global Satellite Marketplage
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by cable systems could reach 58% by 2003, but that for households served by cable modem
infrastructure, satellite penetration is expectedeth only about 8%: Some analysts predict

that satellite high-speed systems will become the dominant means of delivering high-speed data
and Internet to users outside urban areas and in areas of low subscriber density, and, within ten
years, may capture between 5 and 10% of high-speed access subiStribesBarings

estimates total investment in U.S.-based satellite high-speed projects over the next ten years to be
$28.55 filion.*® Aggregate revenue estimates for the next eight to ten years range from $15 to
over $30 blion.**

V. IS DEPLOYMENT REASONABLE AND TIMELY?

203. As we note above, section 706 requires that thar@ission assess whether the
deployment of advanced telecommunications capability to all Americans is reasonable and timely.
In order to make that determination, we have examined various aspects of the deployment of, and
market for, advanced services. These factors break down into the following three categories.
First, we examine subscription to high-speed services, focusing both on how it has changed over
the last year and how it is projected to change in the future. As we discuss at greater length
below, subscription rates to advanced services have increased dramatically over the past 12
months, and projections are for the growth to accelerate further over the coming years. Second,
we examine investment in the infrastructure to support advanced services. In this regard, we find
that industry has poured huge amounts of capital into the development of networks to provide
advanced services. Third, we review trends in the alternatives available to consumers of advanced
services. This includes both assessing the number of providers offering service through a
particular technology and the different technological options that consumers have for obtaining
advanced services. This final inquiry reveals both that competition among providers within
certain technologies is emerging and that there is the potential for several different technological
options for providing advanced services.

204. Using the above analytical framework, we conclude that the deployment of
advanced telecommunications capability to all Americans is reasonable and timely at this time.
Providers are rapidly building the infrastructure for two major types of advanced services — DSL
services and cable-based services. Large-scale entry by other providers deploying fixed wireless
and satellite technologies is also liké&ly.Great amounts of capital, even by the standards of the
communications industry, have poured into the infrastructure for advanced séfvidesand,

293 Merril Lynch Global Satellite Marketplacet 36.

294 Merril Lynch Global Satellite Marketplacat 99-101.

29 ING Barings,March 2000at 24.

29 |n addition, ING Barings Broadband Growth Forecast predicts $20 billion in service revenue by 2009. ING

Barings March 2000at 13. Banc of America Securities predicts revenue of $15 billion by 288@8Banc of
America SecuritiesSatellite Communications Industry Overviat60 (October 1999); Merrill LyncBlobal
Satellite Marketplacat 101.

297 See suprgaras. 42-59.

2% gee supraras. 185 - 202.
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measured by the rates of subscription to high-speed services, is increasing fapilishows no

sign of losing momenturfi° Additionally, the growing interest in, and use of, the Internet should
further enhance demand for advanced services. Our Broadband Survey shows that there is at
least one subscriber to high-speed service in many small town zig°’¢adédsn some zip codes

that include thinly populated are¥s.Although subscribership in sparsely populated areas is not
nearly what it is in more densely populated areas, based on comments in this proceeding, a variety
of strategies for bringing high-speed to these areas show some promise.

205. Despite our conclusion that deployment is reasonable and timely overall, we realize
that not all Americans have access to advanced services today. Indeed, the data support the
troubling conclusion that market forces alone may not guarantee that some categories of
Americans will eceive timely access to advanced services. These concerns may warrant two
types of actions. First, recognizing that any roll out of new infrastructure necessarily reaches
some customers first and others only substantially later, we may want to take action to speed
deployment to the latter group. The importance of the services dependent on advanced
telecommunications capability infrastructure may makeacoaptable for some customers to
wait until market forces reach them. Second, we may want to take action to stimulate
deployment of advanced services to places or customers that market forces alone could fail to
reach.

206. We stress that it is still early in the development of the high-speed market, and
even earlier in the development of the services and infrastructure with speeds of over 200 kbps in
both directions. Although only 1.0% of residential and small business customers are using
advanced services today, many more have it available to them. So, while there are many
customers who currently do not have access to advanced services, they are not the only ones who
have not subscribed to advanced services. Thus, the advanced service market has not yet reached
the point of, for example, the market for voice telephone service, where those few who are not
subscribing to the service are solely, uniquely and substantially disadvantaged with respect to the
rest of society. Rather, because of the nascent stage of the advanced services market, we have an
opportunity to take the steps necessary to prevent problems from developing. We can use this
opportunity to better understand why advanced services are available in certain areas today and
where market forces alone will not deploy them so that we may develop appropriately responsive
public policies.

207. We have analyzed the available data from different angles. First, we have looked
at the availability of different segments of infrastructure — backbone, on-ramps and the middle
mile, last mile facilities and ladt00 feet fadities. In addition, we have examinadcess to
advanced services by different types of customeig, (business and residential), in different
geographic locations, and, to some extent, by customers at different income levels.

29 gee suprgaras. 69, 73.

300 sSeesupraparas. 0, 191, 197, 201.

301 See supraote 122 (defining “small town”).

392 We consider “thinly populated territories” to be locales with zip codes that are below the 10th percentile of

Zip codes ranked by population density. In such zip codes, the population density is less than 5.842 persons per
square mile. 0.9% of the United States’ population live in such zip cedesuprgaras. 77 - 82 (discussing
the relationship between subscribership and deployment).
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1. Deployment of Backbone Facilities

208. We find, in accordance with the majority of commernitéend the recent report
of the National Telecommunications and Information Administration (NTIA) and the Rural
Utilities Service (RUSY.* that there is ample deployment of backbone and other fiber facilities
that provide backbone functionality. In general terms, fiber capable of supporting advanced
telecommunications is available nationwide. There has been extensive fiber deployment even in
some largely rural states, such as lowa and South Dakota. Many existing fiber routes have “dark
fiber” and other capacity that has been installed but is not being used for commercial purposes. In
addition to fiber backbone facilities, satellite systems provide equivalent high-speed transport for
commercial entities. Many nationwide businesses use high-speed satellite capacity for credit card
verification and inventory control, and recently for Internet access. Despite setbacks by new
satellite providers in the past year, many analysts are confident that in the future, both business
and consumers will rely heavily on satellite systems for high-speed sefVices.

209. There is no indication that rural areas as a whole have inadequate access to
backbone or functionally equivalent facilities. This does not mean that backbone facilities pass
through — or even close to — all rural areBat we agree with the NTIA/RUS Report and other
parties that this does not generally affect rural access to advanced s&tvidesh of the
existing infrastructure, even if it is not backbone, can allow traffic to travel at high speeds to reach
the backbone. As discussed below, however, cost may be a barrier.

2. Middle Mile Facilities.

210. We conclude, based on a number of indicators, that sufficient middle mile
functionality exists. First, extensive facilities for middle mile transport exist. Thus, incumbent
local exchange carriers have widely deployed high speed, inter-office fiber. Indeed, significant
amounts of dark fiber exist between incumbent LEC central offiteBhe KMI map, Figure 1,
depicts much of the nation’s middle mile fiber facilities. We also note that terrestrial wireless and
satellite providers appear to be starting to provide middle mile transport services. Second,
innovative compression and modulation techniques continue to expand the capacity of existing
fiber links. Third, the geographic distribution of high-speed service subscribers, indicated by our

303 Alcatel USA, Inc., comments at 9-10; AT&T comments at 19; MCI comments at 1, 3-5; Commercial Internet

Exchange reply comments at 5 & n.11 (noting that one company, UUNET, recently announcedypgnresd®
its network to full linE-rate OC-192 speeds, at which speed one circuit can transmit the entire Library of
Congress from Washington to New York in seven seconds).

304 NTIA/RUS Reporat 8-9.

305 Seesupraparas. 185 - 202.

3% One study asserts that there is a lack of Internet backbone routers or hubs in several relatively rural states, and

that this amounts to inferior Internet access there; however, that study addresses only the Internet backbone and
does not examine backbone transp&teErik R. Olbeter & MatRobison Breaking the Backbone: The Impact

of Regulation on Internet Infrastructure Deployméhtly 27, 1999) (Olbeter &obison). See alsoAdvance

comments passim; GTE comments at 11-13. Regarding the Internet hub analysis, we find convincing the
critique of Olbeter & Robison found in AT&T's reply commentd&tl6 & Attachment thereto (Dr. George S.

Ford, A Response to Olbeter & Robison's “Breaking the Backhorteee alsiNTIA/RUS Report at 17

(characterizing as "myth" the assertion that these states lack Internet baaidamsg. a

397 See supr&ection IV.B.2.
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Broadband Survey data, demonstrates the wide availability of middleupped for these

services. Lastly, our conclusion regarding the sufficiency of middle mile capabilities draws
additional support from the existence of growing numbers of narrowband Internet subscribers —
currently over 34% of US househofis- who rely on these same middle mile facilitiesupport

their transmission needs.

211. Notwithstanding the ubiquitous availability of middle mile functionality, it appears
that, in certain areas, the potential for a bottleneck exists with respect to this portion of the
network. Thus, in thBark Fiber Order,we found that incumbent LECs were the only carriers
with ubiquitous inter-office transport facilitié. In response to that finding, we unbundled dark
fiber and inter-office transport. It remains unclear, however, whether competitive providers have
chosen to enter the middle-mile market by purchasing inter-office transport as an unbundled
network element. Indeed, in certain areas, the demand for such services may not be high enough
to cause a competitor to incur the transaction costs necessary to negotiate such a purchase.

212. If these alternative sources of middle mile transport — either LEC competitors or
wireless or satellite providers — continue to develop and are available throughout the country, a
competitive market likely will develop and no single provider or category of providers will have
bottleneck control over these facilities. If, on the other hand, such ubiquitous competition does
not develop in the market for middle mile transport, there may well be areas in which a single
provider retains control over a necessary portion of the network. In that event, the price of
service could begin to be an issue. We will continue to monitor the development of competition
in the middle mile.

3. Deployment of Last Mile Facilities

213. Throughout the country, the deployment of last-mile facilitiesifgpert advanced
services is expanding rapidly. Subscribership and deployment to residential, business and public
customers continues to grow quickly. Subscribership, while clearly greater in densely populated
areas, is spread across the country, at least to some degree. Subscribers to advanced services
exist in every state, the District of Columbia, and Puerto Rico.

214. Of course, many customers do not have access to a single provider. These
customers are also spread across the country and even include many residents in densely
populated or affluent areas. It is the smallest towns and the most thinly populated areas, however,
in which there is the least deployment. Given the early stage of deployment of advanced
telecommunications capability and the data about it, we are not yet able to identify with precision
the factors that indicate which customers will not heseess to, or ihave very lateaccess to,
advanced services. We are, however, able to identify customers who are particularly vulnerable
to not being served, soon or ever, by the operation of market forces alone. These customers are

398 Vernois Schuler & Assidates Communications Industry Forecast at 332. While most of these on-line

connections are narrowband, this fact evinces the existence of sufficient transport infrastructure to carry data
traffic from virtually everywhere in the country.

309 AT&T reply comments at 15-16 & Attachment thereto (Dr. George S. Rvi@esponse to Olbeter &
Robinson’s “Breaking the Backbong”See alsdNTIA/RUS Repost 17 (characterizing as “myth” the assertion
that rural states lack Internet backboneess.)

319 park Fiber Order 15 FCC Rcd 3696, 3853.
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more fully discussed below. Then, in the next section of this report, we discuss what we, other
government entities, and private organizations are doing to speed deployment to them.

a. Business Customers

215. Neither the comments in this proceeding, nor the field hearings, indicated that
business customers outside of the rural areas discussed below, lack access to high-speed service at
the speeds that they need. Indeed, our survey data indicate that 35% of the reported high-speed
lines are serving business customers. Moreover, this does not take into account the substantial
number of private lines that also serve business customers.

216. There is, however, a growing and strong concern that lack of infrastructure is
preventing certain communities from attracting new businesses, particularly desirable high tech
businesses. This is a different concern than meeting the needs of existing business customers, and
will likely need different solutions. In addition, this concern with attracting new businesses is not
captured by our data gathering effort, which focused on locations of current subscribers to
services. Given our analysis of rural areas below, it is likely that rural areas are particularly
vulnerable to not having adequate telecommunications infrastructure for healthy economic
development. The basic issue was well stated in a recent publication of the Federal Reserve Bank
of Kansas City: "In the near future, enhanced connectivity and information infrastructure will
prove crucial to the health of the rural economy. Telecommunications will be critical not only for
rural development — attracting and retaining residents and businesses — but for basic
sustainability in an ever-changing economic environmeht."

b. Residential Customers

217. Overall, deployment of advanced services to residential customers is reasonable
and timely, although we discuss later in this report those groups of residential customers that the
data indicate are particularly vulnerable to not receiving advanced services in a timely fashion. In
the past year the number of residential customers buying advanced services has tripled to
approximately 1.0 million subscribet$. These subscribers appear to be surprisingly spread out
around the country. Advanced telecommunications capability is available now and continues to
be deployed to a significant number of residential customers in communities of all types — affluent
and low income, inner cit{? suburb, small town and thinly populated countrysideCable
providers, LECs, and utilities show every sign of continuing their deployment of advanced
telecommunications infrastructure for residential customers. Additionally, there is a real prospect,
in the next several years, of significant deployment of advanced telecommunications capability by

311 SeeBrian StaihrRural America's Stake in the Digital Econgrfiie Main Street RepofMay 2000) (visited

July 25, 2000) <httpwww.kc.frb.org/RuralCentémainstreet/MSE_0500.pdf> (Dr. Staihr is the Senior
Economist, Center for the Study of Rural America, Federal Reserve Bank of Kansas City).

312 Residential includes both residential and small business customers.

313 See supraection V.B.2.

314 SeesupraSection V.B.4 & V.B.5; OPASTCO comments at 2, 6 (subject tmicequalifications, rural

Americans are getting ATC in a reasonable and timely fashion), 3-4 (some rural communities have sufficient
backbone for present needs); NCTA comments at 4 (“High-speed Internet service is becoming available in rural
areas . . . and inner city neighborhoods.”).
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wireless technologies, both terrestrial and satellite-based. These new technologies can overcome
the technical limitations in legacy cable and telephone’plamd can reach some of the most
rural communities.

218. By all major indicators, both residential subscribers and investment in facilities to
serve them will continue to increase. Investment of billions of dollars in deploying ATC to
residential customers will contind@. Rivalry among providers will increasé. New
technologies will continue to become availabie.Consumer demand will continue to grow.

219. We also note that the percentage of residential customers that subscribe to
advanced services surpasses the penetration levels of some comparable consumer communications
technologies at the same stage in their histories. Specifically, at the end of 1999, there were 1.0
million residential customers for advanced services. That represents a residential penetration of
1.0% at the end of the third full calendar year of commercial offering. This is ahead of where
cable television (.3%), the telephone (.2%) and color television (.2%) were at the same stage in
their histories. On the other hand, advanced services are behind where post-World War 1l over-
the-air black-and-white television (2.2%), video cassette tape players (3.3%), compact disks
(4%), direct broadcast satellites (8.3%), and radios (10%) were at the same stage in their
histories. It is not clear, however, which of these technologies is the most similar to advanced
telecommunications capabilities. Nor can we discern whether the deployment of these other
technologies would have been reasonable and timely within the meaning of section 706.
Accordingly, the product comparisons, taken as a whole, can neither disprove nor further support
the overall conclusion of reasonable and timely deployment.

C. Rural Areas

220. We reach the troubling conclusion that, in all likelihood, market forces alone will
not guarantee that many rural Americans will hageess to advanced services. In examining
trends in rural areas, we note an important distinction that can affect access to high-speed
services. Some rural customers are in rural population centers — areas that have a small total
number of customers, but where homes and businesses are relatively densely clustered. Others
fall in more sparsely populated, outlying areas, where both the overall number and the density of
customers is low?’ We conclude that many rural Americans, particularly those outside of rural

315 seesupraparas. 33, 38, (discussion of loop length, fiber, load coils, bridge taps, and cable’s shared

architecture).

%1% See supraras. 185 - 202See alsaCox comments at 2 (many kinds of companies are spending billions of

dollars to reach US homes at an extraordinary speed); ALTS comments at 3-5 (CLECs will press deployment
further).

317 BellSouth comments at 2, 4 (competitors are deploying technologies faster than Congress could have

envisioned in 1996; the last mile market is becoming intensely competitive); Commercial Internet Exchange
comments at 6-10 (several providers are bringing several technologies to large portions of American le@mes). S
alsoBell Atlantic comments at 1.

%18 See supraparas. 185 - 202.

319
Id.

320 cf, NTIA/RUS Reporat i, 30.
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population centers and in the U.S. territories, are particularly vulnerable to untimely access to
advanced services if left to market forces alone. As discussed above, our Broadband Survey data
shows a positive correlation between population density and the presence of high-speed
subscribers; as also mentioned above, we do not have subscription data for U.S. territories other
than Puerto Rico. Areas with low population density are much less likely to have subscribers to
high-speed services than are urban or suburban *rdasithermore, the data indicates that there

is substantial disparity in access to advanced services even between those living in rural
population centers and those living outside tfféhere is at least one subscriber to high-speed
service in 57% of our sample of small town zip codespmpared to 19% of the zip codes that

include sparsely-populated outlying aré&4s.

221. Our conclusion -- that many rural customers are particularly vulnerable to not
receiving timely access to advanced services -- is further supported by our analysis of the
limitations of the various technologies available. Consumers in a significant number of small
towns are finding high-speed and, in some instances, advanced services increasingly available from
multiple technologies. Consumers in small towns may have access to DSL, cable, fixed wireless
services, and high-speed satellite services. For example, two-thirds of the rural telephone
companies and cooperatives are offering advanced services or plan to offér thefact, there
are some small towns which today have access to more than one of these service options.

222. On the other hand, many customers in outlying areas may be too far from a central
office for DSL and may live in areas that are too sparsely populated to be served by a cable
operator. While wireless technologies may overcome some of these limitations they are not
widely operational at the speeds of advanced services, they have certain technical limitations.
Similarly, satellite services are pervasive but also have their limitations. For example, many rural
residents live a substantial distance from a brick and mortar retail outlet that stocks the necessary
hardware. Also, because of ditgs reliance on a telephone return path, rural subscribers may
be required to pay a toll for dial-up access to their ISP, or they may be required to incur an
additional expense to subscribe to dial-up Internet service provided through a toll-free number.

223. In sum, the majority of Americans who live in rural areas, do not have readily
available, lowest-cost access to advanced or even high-speed services today. In fact, some rural
areas still do not even hasecess to the Internet through a local alt is the smallest towns
and the most thinly populated areas in which there is the least deployment. Accordingly, we
conclude that many rural Americans are particularly vulnerable to not receiving timely access to

%21 See supraote 122 (defining “small town”).

322 See alsAAT&T comments at 29 See alsdrirst Report 14 FCC Rcd at 2427-28, 2434-35 (regarding small
towns that had high-speed services two years ago).

323 See supraote 122 (defining “small town”).

324 seesupranote 302 definition of “thinly-populated territories”).

325 NECA comments at 2, 5; NTCA comments at 5 (121 members are offering, or planning to offer, some form

of DSL service in some part of their service areas); NRTA comments at 2 (its members plan, or have actually
started, to provide high-speed capability to customers where market forces and regulatory incentives make it
“economially feasible”);OPASTCO comments at 2-5 & note 6.

326 see supraection IV.D.5 (Wilsondale Case Studly).
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advanced services.
d. Tribal Territories

224. Tribal territories are usually rural but present particular issues that warrant their
treatment separately. The lack of even basic infrastructure and access to phone services in many
such territories is well documented and may present particular challenges to the deployment of
advanced servicé8. However, high-speed services are available in some tribal areas. Our
Broadband Survey shows that there is at least one subscriber to high-speed services in 44% of the
zip codes that contain tribal territori€8. This amounts to deployment well below the national
average of 59% of all zip cod&S. Additionally, we note that many of these 44% of zip codes
likely are not coextensive with the tribal areas they include. Accordingly, the high-speed
subscribers within the area may well not be Indians, and the 44% figure may overstate this
population’s access to advanced services.

e. Elementary and Secondary Schools

225. The public commitment to connecting schools and libraries has resulted in
elementary and secondary schools and classrooms within schools, having increased access to
advanced service§. While no data specifically addresses services with speeds of 200 kbps in
both directions, available data on high-speed connections to schools is encouraging. One study,
performed by Quality Education Data, Inc. (QED), determined that, as of April 1999, at least
52% of public schools had high-speed or ISDN connections to the Intérieirthermore, a
survey by the National Center for Educational Statistics (NCES) found that 63% of public schools
had dedicated-line access to the Internet, and another 23% had “other connection types,” some of
which likely qualified as high speéd.

226. Our E-rate program has directly contributed to this level of connectivity, as over

%27 See Federal-State Joint Board on Universal Service, Promoting Deployment and Subscribership in Unserved

and Underserved Areas, Including Tribal and Insular Arga6 Docket No. 96-45, Twelfth Report and Order,
Memorandum Opinion and Order and Further Notice of Proposed Rulemaking, FCC 00-208, para. 2 (rel. June
30, 2000). Many libraries, for example, have only one 28.8 kbps connection to the Internet.

328 Forty-seven percent of Indians who live in zip codes that include tribal territories live in zip codes with high-

speed services.

329 Seesupra para. 92.

330 See e.gsupraparas. 172 - 176.

1 Quality Education Data, Indnternet Usage in Public Schools 19¢8h Ed. 1999)laternet Usage in Public
School}. It is difficult to determine from this study what percentage of public school connections fall within our
definition of high-speed service. Five percent of the 52% represkbis lines that woulddll below 200 kbps.
Additionally, 36% of the respondents to the NCES Survey did not know what type of Internet connection their
school had. We presume that a substantial portion of these schools also had high-speed connections.

332 Office of Educational & Research Improvement, U.S. Dep't of Education, Pub. No. NCES 200008t

Access in U.S. Public Schools and ©imoms: 1994-9at 3 (2000) NCES Study Here again, from this data,

it is difficult to ascertain how many schools have high-speed or advanced services. The NCES Study includes in
the figure for dedicated lines some number of lines with speeds of 56 kbps. Similarly, within NCES's “other
connection types” were ISDN lines, which also do not meet ouritilefirof high-speed service.
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14,900 schools and libraries used the E-rate for high-speed services. In year two of the program,
the most recent year for which this data is available, about 5,500 applications representing about
9,600 schools and libraries sought discounts on high-speed Internet serviogarly,Sabout

3,000 applicants representing more than 5,300 schools and libraries applied for discounts on high-
speed video conferencing servicds This study also indicates that the disparity between rural
schools’ and urban schools’ access to high-speed services is not as great as the disparity that
exists between rural and urban areas in overall subscription to high-speed service. Rural schools
are, however, the least likely to have high-speed or ISDN connections, with 42% having these
connections, compared to 58% for urban schools and 49% for suburban §¢hbwisme also

appears to affect the availability of high-speed connections to public schools. Data collected by
the NCES shows that the richest schools more often have dedicated connections to the Internet.
The NCES data indicates that 72% of the richest schools, those with less than 11% of students
eligible for free or reduced-price lunch, have dedicated connections, while 50% of the poorest
schools, those with 71% or more of the students eligible for free or reduced-price lunch, have
these connectiord. This data confirms that the E-rate’s emphasis on giving priority to poor and
rural schools is correctly targeting the areas most in need of such support.

227. Our E-rate program is not the only resource to schools for access to advanced
services. Schools have used funds from school budgets, a range of other grant programs, as well
as receiving free services from industry and other philanthropic efforar instance, the State
of Maine, through public funding and a state E-rate program, has achieved 100% high-speed
connections for its school¥. In addition, some deployments of cable infrastructure to schools
and libraries has occurred pursuant to agreements entered into by cable companies with the
Commission=®

228. To date, classroom connections have been a primary objective of our E-Rate

333 The application for E-Rate support includes some voluntary questions about the speed of the services being

requested, and the speed of existing services. This data is collected from this voluntary section of the application.
334 Internet Usage in Public Schools 1989 T-74

335 NCES Studyt 3. As noted aboveee supranote 332, some portion of these figures represents facilities that
fall below our definition of high-speed.

%3¢ Cox Communications, Inc., comments at 15 (“the cable industry alone is currently providing high-speed

Internet access to more than 5,700 schools and libraries nationwide,” which is more than twice last year’s
number); NCTA comments at 18 & Attachment C, “Cable’s High-Speed Education Connection, Years 1-3” (list
of hundreds of towns). MediaOne Group, Inc., comments at 12-13 (MediaOne has connected more than 1,000
schools and libraries to the Internet and provided them with large amounts of hardware, training and technical
support, and service without charge); Massachusetts Field Hearing at 8. Comcast reply comments at note 9
(referring to “its initiative to provide free high-speed connections and monthly Internet service to schools,” and to
“a range of discounted commercial services that are available through the federal ‘E-rate’ program.”), note 10
(Comcast, without Universal Service funds, has offered free cable modem service and equipment to more than
700 schools and 70 libraries -- every one in its service areas -- and each free modem provides a free connection
for up to five computers). AT&T comments at 32-33 (AT&T gives free service to many schools). Hughes
Network Systems & Hughes Communications Galaxy, Inc., comments at 5.

337 Massachusetts Field Hearing at 120.

338 Seeg.q, In the Matter of Social Contract for Comcast Cable Commun., Owler, 13 FCC Red 3612
(1997).

91



Federal Communications Commission FCC 00-290

program. The E-Rate has been very successful in meeting this objective. Since its inception,
classroom connectivity has increased to 63%.

229. While we are pleased with the progress schools have made so early in the
deployment of these technologies, we believe it may be appropriate to focus on high-speed
connections in general, and high-speed connections to instructional classrooms within schools in
particular. In addition, in communities where through the E-rate the school has the only high-
speed connection to the Internet, or sometimes the only Internet connection at all, there is a
unique opportunity for all members of the community to gain access to the sclitiesfand to
expand deployment beyond the student population.

f. Rural Health Care Facilities

230. Inthe field hearings, we heard much concern that the potential of advanced
services for improving the quality of rural health care is not yet being fulfilled. In the Alaska,
Massachusetts, and Nebraska hearings we heard testimony on how video conferencing can enable
doctors in rural areas to consult specialists and libraries in faraway cities, to conduct support
groups, to teach preventive health to school students, to teach emergency care to rescue squads
hundreds of miles away, and to attend Continuing Education courses. In Washington, DC we saw
a demonstration on how inner city health care can improve through community based health care
centers with high-speed connections to a hospital. Witnesses testified that advanced
telecommunications capability has the potential to revolutionize home health care, greatly improve
the diagnosis, follow-up, and counseling of children, persons with disabilities, and the chronically
ill. Through telemedicine, patients and their families are spared long travel, absence from work,
and separation from their homes and commurities.

231. We believe that encouraging telemedicine applications of advanced services is
warranted. In addition to the direct benefits in improved health care which would result,
telemedicine facilities may also be able to increase demand for advanced services and act as an
anchor tenant in communities that would otherwise have low demand, thereby improving the
economics of serving them.

232. Through this proceeding, a 1999 evaluation of our Rural Health Care universal
service program (Rural Health Care Progranepnducted by the program administrator at our
request, and our proceeding on unserved dfeas, have identified barriers to increased use of
telemedicine. The evaluation identified as an impediment to wider availability of telemedicine, the
statute’s exclusion of for-profit entities from eligibility for the Rural Health Care Program. It also

339 nternet Access in US Public Schools andsStaomsNCES Studat 2.

340 Nebraska Field Hearing at 96-131. In one survey of patients who had been served by telemedicine, 79% said
its quality was the same as in-person care and 20% said it was better.

%41 The Rural Health Care Program is a universal service program authorized by the 1996e4at.U.S.C.

254(h). The program is administered, at our direction, by the Universal Service Administrative Company.

%42 Federal-State Joint Board on Universal Service; Promoting Deployment and Subscribership in Unserved and
Underserved Areas, Including Tribal and Insular Arglasrther Notice of Proposed Rulemaking, 14 FCC Rcd
21177 (1999)Unserved Areas NPRM
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found that a barrier to the Rural Health Care Program’s ability to provide grepparsfor
telemedicine arose from the statutory requirement that the program provide support only for any
differences in the rates between urban and rural &reas.

233. Complexity in coordination between the E-rate program and the Rural Health Care
Program was raised as a barrier to both efficiently using facilities, and bringing services to areas
without thent™ In our unserved areas NPRM, commenters identified the way in which we
calculate the distance over which telemedicine services can be supported as a barrier for insular
areas’™ Under the current rules, the distance over which services are supported is the distance
between the rural health care facility and the nearest city within the jurisdiction with a population
of 50,000 or more. Some insular areas, such as Guam and the U.S. Virgin Islands, do not contain
a city of that size within the jurisdiction. In additjdioth the hearings and our evaluation
identified costs other than the costs of telecommunication services as a barrier to increased use of
telemedicine. For instance, lack of financial support for equipment, and the fact that few
telemedicine services are eligible for reimbursement under the Medicare program were cited as
major barriers to the availability of telemedicifie.

g. Persons with Disabilities

234. Persons with disabilities can benefit, perhaps more than any other group of
Americans, from advanced services. Advanced services can bring this population significant
educational, employment, and recreational opporturitieshrough signing and lip-reading,
advanced services can bring to persons with disabilities basic communications capabilities that are
not available to them toddy but which are everyday commonplaces for fully-abled persons.

There appears no doubt, however, that persons with disabilities do not have ascessho
advanced services as fully abled persons. Lack of computer ownership and training, lack of
accessible content and equipment, low incomes among people withtigisand the cost of
adaptive equipment are among the reasons for this lack of actess.

343 The USAC evaluation showed that for many services there is little difference between the rates charged for

services in rural and urban areas. The fact that urban health centers do not need to purchase T1 service at all in
order to consult with a specialist, while rural health centers do is not reflected in the calculation of Sgmort.
Universal Service Administrative Company Report to the FCC: Evaluation of the Rural Health Care Rrogram

CC Docket Nos. 96-45, 97-21 (March 5, 19995AC Evaluatioh

344 See eg.Alaska Field Hearing at 32.

315 See omments inUnserved Areas NPRMgy: Office of the Advancement of Telehealth at 6,7; Government of

Guam comments at 3,4; Northern Mariana Island comments at 5,6; ; Northern Mariana Island reply comments
at7,8.

3% Nebraska Field Hearing at 129; USAC Evaluation at 39.

347 Kaye, H.S.Computer and Internet Use Among People with Disabilitidsability Statistics Report” at 13;

U.S. Department of EducatioNational Institute on Disability and Rehabilitation Reseaatii (Mar. 2000)
(visited July 25, 2000) <httpulivw.dsc.ucsf.edu/UCSF/pdf/REPORT13.pdBeft. of Educ. Study

348 Gallaudet University & University of Wisconsin comments at 2.

349 1t is well established that persons with disabilities are much less likely to teess 40 a personal computer

than fully abled personept. of Educ. Studgt 5, 13. WGBH Educational Foundation comments &e&e also
(continued....)
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235. The infrastructure itself can also have an impact on the adtgssftadvanced
services. In adopting rules implementing section 255’s requirements that telecommunication
services, equipment and networks be designed to meet the needs of people with disabilities, we
determined: (1) that service logic and databases associated with routing telecommunication
services are an integral part of the telecommunications network; (2) that they have a material
impact on a network’s accesilg to people with disabilities; and (3) that they are covered by the
section 255 rule$? We have already seen the negative impact the development of digital wireless
networks has had on TTY users, who are currently unable to use digital wireless technologies.
To be useful to a person with a hearing disability, for example, facilities must not only be capable
of operating at high bit rates, but must also transmit closed captioning. We wish to ensure that
access to advanced services is incorporated as these services are designed and developed.

236. Current requirements will help ensure for persons with disabilities that advanced
services are useable to some degree. For instance, pursuant to the Act, telecommunications
carriers are obligated to refrain from installing network configurations that do not comply with
our accessility rules*" In addition, many equipment manufacturers are required to comply with
our rules requiring equipment designed to be accessible for people wiiltidsald hese rules,
however, do not apply to all types of providers and manufacturers involved in the development
and delivery of advanced services and advanced telecommunications capability. As a result, we
believe there is a risk that networks and services will be developed that aceesgible to

people with disabilities.
h. Low Income Areas

237. Our Broadband Survey data reveals an appreciable correlation between income
and availability of high-speed services. Specifically, our analysis reveals that of the zip codes with
the lowest household income, only 42% include a high-speed subscriber. On the other hand, data
show that, of zip codes with the highest household income, 91% include a high-speed
subscribef? Refining this analysis even further reveals that where the median household income
is $75,000 or higher, high-speed subscription occurs in 94% of the zip codes, but when median
household income falls under $10,000, high-speed subscription falls to 30%. Our survey data
thus leads us to the disquieting conclusion that the market may not guarantee low income
consumers affordable access to high-speed services.

238. The correlation we note between income and access to advanced services is

(Continued from previous page)

American Foundation for the Blind reply comments at 2. Persons with disabilities are disproportionately poor,
see Dept. of Educ. Study5, and thus face unusual difficulty in obtaining the services and terminal equipment
necessary for even narrowband Internet access.

350

See Implementation of Sections 255 and 251(a)(2) of the Communications Act of 1934: Access to
Telecommunications Service, Telecommunications Equipment and Customer Premises Equipment by Persons
with Disabilities WT Docket No. 96-198, FCC 99-181, Report and Order and Further Notice of Inquiry, paras.
37-42 (rel. Sept. 29, 1999).

%1 47 U.S.C. § 251(a)(2).

%2 Our preliminary analysis examined the approximately 30,000 zip codes in the United States in 10 percent

increments. This division has median annual household incomes of $53,500 ranking in the top decile of 3000
zZip codes, and median household incomes of $21,600 in the lowest decile.

94



Federal Communications Commission FCC 00-290

consistent with other studies indicating that telephone service penetration, computer ownership
and Internet access are highly correlated with income. For example, households with incomes
above $75,000 have telephone penetrations rates of 88ca¥hiputer ownership rates of nearly
80%* and Internet access rates of 60.3%At the other extreme, of households with annual
incomes of less than $5000, only 80.3% have telephone s&hdedy 16% own a computéy,

and only 8.1% use the Interri&t. These trends in access to other communications technologies
further support our conclusion that low-income individuals are particularly vulnerable to not
having affordable access to advanced or high-speed services.

I. Inner City, Low Income Areas

239. Our Los Angeles case study raises interesting questions about barriers to
subscribership in the inner city, low income areas. The maps in Appendix C demonstrate that the
poorest areas in LA County are largely served by upgraded cable systems as well as by wire
centers where some DSL service is available. We believe that the availability of broadband
facilities in these areas may be largely attributable to the fact that theyaseradp business and
industrial areas where demand for advanced services is at its highest. This proximity does not
necessarily mean, however, that low-income, inner-city residents have meaningful access to
advanced services. Indeed, several different barriers may prevent such access. First among these
barriers may be the poor quality of existing plant in these neighborhoods. A second such barrier
likely relates to the state of facilities in the 1480 feet. Both the quality of, and access to, inside
wiring within multiple dwelling or multiple tenant buildings in inner cities can pose a significant
barrier to obtaining high speed service. Furthermore, it may well be that prices for advanced
services are beyond the means of all or most of these households; that these households do not
own computers; or that advanced services providers are not marketing their services to this
population.

J- Minority Populations

240. Our Broadband Survey data, collected by zip code, does not provide the detail
necessary to reveal whether subscribers are members of minority groups. Consequently from that
data, we cannot draw conclusions about the availability of high-speed services to discrete minority
groups. On the other hand, our Los Angeles case study offers anecdotal evidence of deployment
of advanced telecommunications capability to areas with a high proportion of minority
residents™ As was the case with inner-city, low-income areas, however, it appears that much of

53 SeeFederal Communications Commissidielephone Subscribership in the United StaReport, Table 4

(rel. June 22, 20002000 Telephone Subscribership Report

%4U.S. Department of Commerce, National Telecommunications and Information Administratlomy

Through the Net: Defining the Digital Dividd Chart 1-12 (1999) (Dep’t of Commerdeglling Through the
Nef) (1998 data).

%%1d. at Chart 1-21 (1998 data).

5% 5ee2000 Telephone Subscribership ReprTable 4.

%7 Dep't of CommerceFalling Through the Neat Chart 1-21.
%8)d. at Chart 1-21 (1998 data).

%9 See suprgara. 57.
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the deployment in these sections of Los Angeles likely serves high demand business districts that
are adjacent to minority areas. We are therefore also reluctant to base conclusions regarding
deployment to minorities on that case study.

241. Looking more broadly at certain statistics about minority households, we conclude
they support the conclusion that market forces alone may not ensure that inner-city, low-income
consumers access to advanced services. At the same income levels, minority households have
significantly lower rates of phone penetration than non-minority households. For instance, in the
households with income of less than $5,000 a year, 69.5 % of those headed by blacks and 72.8%
of those headed by Hispanics have telephone service, while 79% of households headed by whites
have phones. The same is true with respect to computer ownership. At annual incomes of less
than $15,000, 17.5% of white households own a computer, while 6% of black households and
9.4% of Hispanic households do. Only at the highest income levels, over $75,000, do the
disparities shrink to 80% of white households, 78% of black households, and 74.8% of Hispanic
household$® Households using the Internet are similar. At income levels $ide®00, 8.9%
of white households, 1.9% of black households, and 3.8% of Hispanic households use the
Internet. At income levels over $75,000, 60.9% of white households, 53.7% of Black
households, and 48.1% of Hispanic household§’dBased on these factors, we conclude that
minority customers are vulnerable to not having access to advanced services in as timely a fashion
as most other Americans.

4. The “Last Hundred Feet”

242. While there are substantial issues regarding access to inside wires and other
facilities recessary for the last hundred feet, there does not appear to be a lack of infrastructure.
Nevertheless, we acknowledge that barriers to deployment of advanced services may arise from
providersinability to gainaccess to space inside multiple diwg units, to rooftop sace for
wireless facilities, or to existing inside wires for the purpose of traversing the last hundred feet to
the customer®

243. These access questions are under active consideration in a proceeding in which the
Commission is considering whether requiring that building owners who allow any
telecommunications carrier access tdlifas that they control should be required to grant
comparable access to other carriers on a noidisatory basis>* The proceeding also
examines whether the Commission should forbid telecommunications service providers, under

350 522000 Telephone Subscribership ReprTable 4.

%1 Dep't of CommerceFalling Through the Neat 18.

%2 1d. at 27.

33 SeeALTS comments at 2, 8-9; Wireless Communicatidssodation International, Inc., comments at iii,

28-36; Competition Policy Institute reply comments at &3A reply comments at 8-9;dlonalAss’n of
Telecom. Officers & Advisorst alreply comments; PCIA reply comments at 8%ee also Notiggara. 48 &
note 79;First Report 14 FCC Rcd at 2450-5But seeReal Access Alliance reply comments

34 Promotion of Competitive Networks in Local Telecommunications Maiketiee of Proposed Rulemaking
and Notice of Inquiry, 14 FCC Rcd 12673, 12701, para. 53 (1@9ppetitive Networks NPRM
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some or all circumstances, from entering into exclusive contracts with building oWiners.

VI. ACTIONS TO ACCELERATE DEPLOYMENT OF ADVANCED
TELECOMMUNICATIONS CAPABILITY

244. We conclude in this Report that, overall, the deployment of advanced
telecommunications capability to all Americans has progressed in a reasonable and timely manner.
In this section, we consider means by which we can stimulate the further deployment of advanced
services.

245. Our analysis indicates that three main factors appear to be linked to the
deployment of advanced telecommunications capability. The first, not surprisingly, is the
existence of sufficient demand for advanced services in a particular locality. This factor can be
affected by, among other things, the density of the locality’s population, the income level of its
residents, and the presence, in the locality, of commercial (or other high-demand) activity. The
second factor is the existence of competition among advanced service providers in the locality.
Thus, in both Waltham and Muscatine, it appears that additional competitive providers began
deploying advanced telecommunications capability once an initial provider had entered the
market. Additionally, it is axiomatic that the existence of competition among providers increases
the breadth and quality of service offerings, while reducing the price of service. Third, local
efforts, such as community demand aggregation, the use of anchor tenants and strategic planning,
can increase the level of infrastructure deployment. Below, we discuss the steps that we have
taken, and those we will take in the future, to aféeath of these three factors and thereby to
encourage continuing and additional investment in advanced telecommunications capability.

246. Given the Commission’s role in the telecommunications marketplace, the bulk of
the steps we identify attempt to increase competition in the market for advanced services. Indeed,
we believe that competition, not regulation, holds the key to stimulating further deployment of
advanced telecommunications capability. We have focused the majority of our efforts on
promoting facilities-based competition in the last mile, middle mile, and tfsfeet—the
portions of the network in which the greatest barriers to truly competitive markets remain.

247. Our analysis of how demand affects deployment notes that both rural and poor
areas are particularly vulnerable to not having timely access to infrastructure with advanced
telecommunications capability. eBause the development of the advanced services market
remains in a very early stage, however, we believe that there is time for us to examine further the
factors that affect infrastructure investment and develop policies that will exesiees to needed
services, but that are not inappropriately linked to universal service mechanisms for voice
telephony.

248. Beyond policies of this Commission, other federal agencies, state and local
governments, and non-governmental entities all have developed initiatives designed to spur the
deployment of high-speed services by stimulating demand, competition or local efforts. We
discuss these initiatives as well.

35 1d. at 12707, para. 64.
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A. Recent Commission Actions

249. Since enactment of the 1996 Act, then@oaission has carried out its statutory
mandate by adopting a variety of policies designed to promote competition, remove barriers to
investment, and ensure the deployment of advanced telecommunications capability to all
Americans’® As Congress directed, we have examined demand for advanced services and the
current state of deployment, and we have undertaken various efforts to encourage more rapid and
widespread deployment of advanced services. We have traveled throughout the country co-
sponsoring, along with state regulators, hearings in order to learn about the deployment of
advanced telecommunications in varying geographical areas. We have conducted an ongoing
federal-state dialogue regarding effective programs to encourage further deployment, and we have
explored community efforts to bring high-speed services to all Americans. Our actions have
focused on opening up bottlenecks in the market; encouraging the deployment of service to
underserved areas; making spectrum available for advanced telecommunications services; and
measuring the progress of deployment in all areas of the country. Highlights of our significant
actions are detailed below.

250. Convened a Federal-State Joint Conferen?¢e convened a Federal-State Joint
Conference to provide a forum for an ongoing dialogue between this Commission, the states, and
local and regional entities on the deployment of advanced telecommunications capability.
Ensuring that advanced telecommunications services will be made available to all Americans is an
effort that will be undertaken on various levels—federal, state, local, and regional. The Federal-
State Joint Conference on Advanced Telecommunications Services furthers that goal by
facilitating the cooperative development of federal, state, and local mechanisms and policies to
promote the widespread deployment of advanced services.

251. Strengthened Our Collocation Rules March 1999, we adopted new rules
facilitating the ability of competitive LECs’ to provide facilities-based advanced services by
placing equipment in incumbent LEC central officésWe specifically required incumbent LECs
to expand their collocation offerings to include cageless and adjacent collocation, as well as other
physical collocation arrangemerits.We also required incumbent LECs to allocate the costs of
preparing a premises for collocation among potential collocators, rather than making the first
collocator in a premises responsible for all site preparation chétges.

36 47 U.S.C. § 157(a).

37 Federal-State Joint Conference on Advanced Telecommunications Sef@989-293, Order (rel. Oct. 8,
1999).

%% Deployment of Wireline Services Offering Advanced Telecommunications Cap&b#ityReport and Order
and Further Notice of Proposed Rulemaking, 14 FCC Rcd 4761 (18@@r{ced Services First Report and
Order), aff'd in part and remanded in part sub nom. GTE Service Corp. v, BG&EF.3d 41€D.C. Cir. 2000)
(GTE v. FCGQ.

39 In a caged physical arrangement, a competitive LEC leases and has direct pbysssalcacaged space at

an incumbent LEC structure for its equipment. Cageless physical collocation eliminates the cage surrounding the
competitive LEC’s equipment. In adjacent physical collocation, the competitive LEC’s equipment is located

within a controlled environmental vault or similar structure that the competitive LEC or its contractor constructs
on property leased from the incumbent LEC.

370 Advanced Services First Report and Ordeparas. 50-55.
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252. In August 2000, we required that, where a state has not set its own standard or if
carriers have not agreed to an alternative standard, an incumbent LEC must provide physical
collocation, including cageless collocation, no later than 90 calendar days after receiving a
collocation application. In addition, we clarified that an incumbent LEC must allow a competitive
LEC to construct a controlled environmental vault or similar structure on laackatijto an
incumbent LEC structure that lacks physical collocation space.

253. Encouraged the Resale and Unbundling of Advanced Sendicesvariety of
decisions, we have unbundled the service elements necessary for competitors to deliver DSL
services or have ensured that services are available at a wholesale discount for resale by
competitive provider8™ Ensuring that resellers are able to acquire at wholesale rates the same
advanced services sold by incumbent LECs facilitates the ability of competitive carriers to enter
the advanced services markétin November 1999, we determined that services sold at retail by
incumbent LECs to residential and business end-users are subject to the discounted resale
obligation of section 251(c)(4) of the A¥t. We similarly clarified that DSL services used to
provide high-speed Internet access are not subject to the discounted resale obligations of the Act
when sold in bulk to ISPE! Additionally, in December 1999, we determined that incumbent
LECs are subject to the unbundling obligations in section 251 in connection with the offering of
DSL-based advanced servicés.

254. Encouraged Competitive Delivery of DSL Services Through Line Shanng
November 1999, we required incumbent LECs to provide unbundled access to the high frequency
portion of the local loop, thus requiring “line sharing.” This will permit competitive LECs to
compete with incumbent LECs by providing DSL-based services through existing telephone
lines’™® Additionally, we adopted spectrum management policies that will significantly benefit the
rapid and efficient deployment of DSL-based technologies. Our rules encourage the voluntary
development of industry standards while limiting the ability of any one class of carriers to impose

unilateral and potentially anti-competitive spectrum compatibility rules on other DSL proViders.

255. Established Criteria For Waiving LATA Boundaries Where They Create a
Barrier. We adopted a two-part test that we will apply to requests for LATA boundary
modification where such modification is necessary to encourage the deployment of advanced

371 See Deployment of Wireline Services Offering Advanced Telecommunications Caab@i§9-330,

Second Report and Order, para. 3 (rel. Nov. 9, 199@)gnced Services Second Report and Qrder
Deployment of Wireline Services Offering Advanced Telecommunications Cap&idiéy on Remand, 15 FCC
Rcd 385, 389, paras. 2-3 (1998dd¢anced Services Order on Remand

372 ndvanced Services Second Report and Oatigara. 20.

373 See Advanced Services Second Report and @tgera. 20.
374 Id

375 advanced Services Order on Remangbaras. 2-3.

3% Deployment of Wireline Services Offering Advanced Telecommunications Cap@hilityReport and
Order and Fourth Report and Order, 14 FCC Rcd 20912, 20913, para. 4 (1999).

377
Id.
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services’® We will grant such LATA modification petitions when the modificationésassary

to encourage the deployment of advanced services on a reasonable and timely basis and when the
modification would not materially affect the BOC'’s incentive to enter the interexchange

marketplace pursuant to section 271Although no applications have been filed thus far, we

intend to grant qualifying requests to ensure that advanced telecommunications services are
provided to all Americans on a reasonable and timely Basis.

256. Ensured that Competing Providers Receive Non-Discriminatory Access to
Facilities and Servicesln approving the recent mergers of SBC/Ameritech and Bell
Atlantic/GTE, we adopted merger conditions requiring both firms to establish one or more
separate affiliates to provide all advanced services within their traditional service areas. Separate
affiliates provide a structural mechanism to ensure that competing advanced services providers
receive effective, nondiganinatoryaccess to the fdities and services of the merged firm’s
incumbent LECs that are necessary to provide advanced services.

257. Encouraged Deployment of Wireline and Wireless Service to Tribal A@as
June 30, 2000, the @onission moved to promote telecommunications subscribership and
infrastructure deployment within American Indian and Alaska Native tribal commufities.
Recognizing that telephone penetration levels on tribal lands fall below the national average, the
Commission modified the low-income universal service programs to target additional support to
consumers living in those areas. Additionally, we expanded the bidding credits available to
winning wireless auction bidders that provide service on certain tribalfin@ibese steps are
intended to create financial incentives for carriers to serve, and deploy facilities in, areas that
previously may have been regarded as high risk and unprofitable. By enhancing tribal
communities’ access to affordable telecommunications services, thei€sion aims to increase
their access to education, commerce, government, and public services.

258. Established a Data Collection Efforin March 2000, we established a
comprehensive reporting requirement for providers of high-speed services in order to seek greater
insight into the development of high-speed markets within particular geographic¢’areadoing
so, we required semi-annual reports, for the next five years, by any facilities-based firm that
provides at least 250 high-speed service lines or wireless channels in a given state or that has at
least 250 high-speed customers in a given state. This dgp@nmit the Commission to track
advances in high-speed deployment.

378 Deployment of Wireline Services Offering Advanced Telecommunications Cap&bilitth Report and
Order and Memorandum Opinion and Order, 15 FCC Rcd 3089 (2000).

379 1d. at 3092, para. 18.
380 14 FCC Rcd at 20918, para. 25.

%1 Federal-State Joint Board on Universal Service; Promoting Deployment and Subscribership in Unserved
Areas, Including Tribal and Insular Areaswelfth Report and Order, Memorandum Opinion, and Order, and
Further Notice of Proposed Rulemaking, FCC 00-208 (rel. June 30, 2000).

32 See Extending Wireless Telecommunications Services to Tribal, Mdfiddkt. No. 99-266, Report & Order

and Further Notice of Proposed Rulemaking, FCC 00-209 (rel. June 30, 2000).

383 See Local Competition and Broadband ReportReport and Order, 15 FCC Red 7717 (2000).
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259. Encouraged Further Competition in the International Submarine Cable Market
In response to recent growth in the number and capacity of submarine cables, we presented
proposals to further streamline our licensing processes and promote competition in the Internet-
driven submarine cable market. These proposals reflect our recognition of the need to move with
the swift pace of the market and to tailorn@uission licensing processes to encourage rapid,
facilities-based entry by multiple firms that can bring increased capacity to the market.

260. Promoted Wireless high-speed servi¢te May 1999, we completed a successful
auction of LMDS licenses that can be used to provide a variety of advanced wireless services,
including two-way high-speed services and high-speed Internet access.

261. Additionally, in June 2000, we removed the eligiprestriction imposed upon
incumbent LECs and cable operators with respect to LMDS spectrum that is used primarily for
the deployment of fixed wireless high-speed applicatidnsnposed in 1997, the restriction
prohibited incumbent LECs from having an attributable interest in a LMDS license that overlaps
with ten percent or more of the population in their service areas. This change will improve the
availability of LMDS services, including advanced services, particularly in rural areas.

262. We also are taking steps to ensure that multiple service providers are able to gain
access to the last 100 feet of the network, thus encouraging competition in the market for high-
speed wireless services. For instance, irCihimpetitive NetworkSPRM we sought comment
on our tentative conclusion to prohibit carriers from entering into exclusive contracts with
building owners, thus preventing scenarios in which a monopoly or duopoly can stifle competition
by preventing competitors from accessing thditias necessary for deployment of alternative
services.

263. In June 2000, we establishedliad window for applicants to apply for authority
to provide two-way MDS services. We expect that the resultant authorization of two-way MDS
operations will speed the deployment of advanced services by permitting service providers to offer
a variety of fixed wireless high-speed services more rapidly.

264. Adopted the Over-the-Air Reception Devices Riélg directed by Congress, the
Commission in 1996 adopted the Over-the-Air Reception Devices Rule (OTARD) concerning
restrictions on viewers' ability teeceive video programing signals®® OTARD prohibits certain
restrictions on the installation, maintenance, or use of antennas used to receive video
programming. The rule applies to video antennas including TV antennas, wireless cable antennas,
and direct-to-home satellite dishes less than one meter in diameter, or any size in Alaska.
Providers that offer high-speed access and video progiray (.e., DirecPC and MDS
operators) to avoid restrictions on the installation of the antennas or other devices necessary for

%34 See Rulemaking to Amend Parts 1, 2, 21,and 25 of the Commission’s Rules to Predesignate the 27.5-29.5

GHz Frequency Band, to Reallocate the 29.5-30.0 GHz Frequency Band, to Establish Ruldesdféto
Local Multipoint Distribution Service for Fixed Satellite ServicBsird Report and Order and Memorandum
Opinion and Order, FCC 00-223 (rel. June 27, 2000).

%% See Mass Media Bureau Provides Further Information on Application Filing Procedures and Announces

Availability of Electronic Filing for Two-Way Multipoint Distribution Service and Instructional Television Fixed
Service Public Notice, DA 00-1481 (rel. June 30, 2000).

%6 47 C.F.R. § 1.4000.
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such service.

265. We are confident that the effect of these programs has been and will be to increase
the level of competition in the markets for all types of advanced services. With a foundation of
competition in these markets, particularly with regard to the last mile, the middle mile, and the last
one hundred feet, we believe that the deployment of advanced telecommunications capability to
all Americans will follow.

266. In addition, several other entities—both public and private—are working to
implement initiatives designed to spur the deployment of advanced telecommunications services.
In highlighting some of these efforts, we recognize that widespread deployment of advanced
services will occur more rapidly if we work with other federal agencies, state and local
governments, and private entities. State public utility commissions and governments, for instance,
have implemented a variety of approaches to promote access to advanced telecommunications
capability. Similarly, several federal agencies conduct programs focused on encouraging high-
speed deployment: For example, the NTIA operates a Technology Opportunities Program, which
awards grants to public and non-profit entities; the Rural Utility Service of the Department of
Agriculture provides loan for telecommunications infrastructure; and the Department of
Education provides technology training to working-class fandiiles.

B. Commission Actions Under Consideration

267. Inaccordance with our statutory mandate, we anenatied to ensuring that
advanced services become available to all Americans. Above, we have reached the disturbing
conclusion that market forces alone may not ensure that various categories of Americans —
including rural, low-income, people with disabilities and minority populations —eg#tive access
to advanced services in a timely manner. In addition, we believe we should further promote high-
speed services to classrooms and to telemedicine facilities. While much of our analysis in this
report has focused on the presence of infrastructure with advanced telecommunications capability,
we believe that true access to this technology must also take into account diffooddbe
services provided over the infrastructure. We believe the recommendations outlined below, many
of which are already are underway in separate dockets, will praaooéss to these services by
consumers we have identified as being particularly vulnerable to untimely access. The following
recommendations accomplish this by encouraging competition, promoting infrastructure
investment and addressing the affordability of advanced services.

e We are considering a modification of our collocation rules to ensure competitive access to
incumbent LEC remote premis&%.As fiber is pushed further into the local loop and
customers are increasingly served through remote terminals, we recognize the need to ensure
that competition is not stifled by the ability of incumbents to comttoéss to remote devices
where DSL technology may be installed.

e We are also considering streamlining the approval process for both fixed wireless high-speed
equipment and customer premises equipment. Previously, we streamlined the process to

%7 See NTIA/RUS Repaat 36-38.

338 Deployment of Wireline Services Offering Advanced Telecommunications Cap@iilijocket No. 98-
147, Order on Reconsideration and Further Notice of Proposed Rulemaking, FCC 00-293 (rel. Aug. 4, 2000).
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permit manufacturers to self-verify that point to point fixed wireless high-speed equipment
complied with Commissions rulé¥. We also previously established processes for private
telecommunications certification bodies to certify equipment as compliant with Commission
rules®® We proposed to permit point to multipoint equipment, typically used for services

such as LMDS, to be self-verifiedl: In addition, we have proposed to streamline and

privatize the equipment approval process for customer premises equipment currently regulated
by Part 68 of our rule¥? Streamlining equipment approval processes permits more rapid
production and deployment of high-speed equipment, further spurring investment in advanced

technologies.

e We will continue to work closely with the states to consider whether changes can be made to
the current high-cost mechanism to encourage the deployment and maintenance of the
network infrastructure necessary to support advanced telecommunicationktgapab

e Working with the states, we will begin considering whether we should create a universal
service mechanism to promote broadband deployment and what such mechanisms should be.
In examining this issue, we will look closely at whether the various state and local initiatives
can be replicated elsewhere.

e The Joint Board recently recommended that we reexamine theniSsion’s rule governing
the transfer of universal service support when one carrier purchases local telephone exchanges
from another carrief”> Under our current rules, the purchasing carrier receives the same per-
line support that the Bieg carrier was eceiving for the exchanges at the time of the €ale.
In reviewing this rule, we will consider whether alternative transfer rules might encourage
rural carriers to purchase rural exchanges from large incumbent LECs and to upgrade the
acquired facilities taccommodate the provision of advanced telecommunications services.

e Indeveloping a comprehensive approach to access charge reform for rate-of-return telephone
companies, which are generally the small, rural incumbent carriers and to universal service
reform for the rural carriers, we will consider developing an incentive-based approach for

39 See Reorganization and Revision of Parts 1, 2, 21, and 94 of the Rules to Establish a New Part 101

Governing Terrestrial Microwave Fixed Radio Servideeport and Order, 11 FCC Rcd 13449 (1996).

39 see 1998 Biennial Regulatory Review—Amendment of Parts 2, 25, and 68 of the Commission’s Rules to

Further Streamline the Equipment Authorization Process for Radio Frequency Equipment, Modify the
Equipment Authorization Process for Telephone Terminal Equipment, Implement Mutual Recognition
Agreements, and Begin Implementaiton of the Global Mobile Personal Communications by Satellite (GMPCS)
ArrangementsReport and Order, 13 FCC Rcd 24687 (1998).

391 See Reorganization and Revision of Parts 1, 2, 21, and 94 of the Commission’s Rules to Establish a New Part

101 Governing Terrestrial Microwave Fixed Radio Serviddsmorandum Opinion and Order and Notice of
Proposed Rulemaking, 15 FCC Rcd 3129 (2000).

%92 2000 Biennial Regulatory Review of Part 68 of the Commission’s Rules and Regubtitice of Proposed
Rulemaking, FCC 00-171 (rel. May 22, 2000).

393 Federal-State Joint Board on Universal SeryiBecommended Decision, FCC 00J-1 (released June 30,
2000).

394 47 C.F.R. §54.305.
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these companies to use current revenues for investment in high-speed infrasttucture.

e We will also continue our commitment to the E-rate. Based on annual demand, the E-rate
mechanism is currently funded at the maximum amount permitted under Commission rules,
$2.25 billion. In addition, we will consider reviewing the program to determine whether it can
do even more to promote high-speed connections in schools, libraries and through those
locations, to the surrounding communities.

e We will consider reviewing our rules to determine whether we can do mougpors high-
speed connections to eligible rural health care facilities in insular areas.

e We will initiate a pr@eeding on the issue of multiple Internet service providers’ access to
cable operators’ infrastructure for delivery of advanced serviteEhe purpose of the new
proceeding \ll be to establish the national policy on this question and bring certainty to the
marketplace.

e We are also committed to promoting flexible spectrum use, including facilitating the ability of
providers to combine different spectrum bands to tailor wireless high-speed services to the
needs of particular localities. Combining different bands could be an efficient and cost-
effective means to provide seamless end-to-end service. We can create opportunities for the
market to determine how to best use spectrum for high-speed infrastructure in at least three
unique ways: flexible spectrum allocatsoand auctions, increased spectrum availability
through secondary market transactions and development of new technlogies.

e In addition to the spectrum currently allocated and used for wireless high-speed services
discussed above, we have proposed the allocation and/or auction of several hundred
megahertz of spectrum throughout the communications spectrum range. The spectrum
currently proposed for allocation at 3650-3700 MHz could be used for both fixed wireless
high-speed last mile services and high-speed middle mile connéétiand spectrum at
4940-4990 MHz is suitable for medium distance high-speed midt#leconnections’® We
are considering allocating for unlicensed services, certain spectrum at 51-71 GHz, which is

395 Ex parteletter from David Cohen, United States Telecsssodation, filed on behalf of USTA, NRTA,
NCTA, and OPASTCO, to Madie Roman Salas, Secretary, Federal Communications Commission (Mar. 17,
2000).

39 The United States Internet Induséigsodation (USIIA) filed a petition with the FCC on July 7, 2000,
requesting that the Commission require cable operators offering cable Internet service to open their platform to
competitors.See Telecommunications Service Via “Cable Internet,” United States Internet Industry Association
(“USIIA™), Petitioner, Petition for Declaratory Rulemaking, and Institution of Rulemaking with Respect to

Tariffs for Cable Internet Interconnectivity, filed Jul. 7, 2000.

397 See Principles for Reallocation of Spectrum to Encourage the Development of Telecommunications

Technologies for the New Millenniuolicy Statement, 14 FCC Rcd 19,868 (198j)ectrum Reallocation
Policy Statemeit

3% See Amendment of the Commissions Rules with Regard to the 3650-3700 MHz Government Transfer Band
Notice of Proposed Rulemaking and Order, 14 RCC Rcd. 1295 (1998).

39 See in the Matter of the 4GHz Band Transferred from Federal Government, Wetice of Proposed

Rulemkaing, 15 FCC Rcd 4778 (2000).
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capable of supporting short distance terrestrial high-speed s&fvisdditional spectrum at
1710-1750 MHz and 2110-2150, and some government transfer spectrum planned for
allocation can also support high-speed servites.

e The auction process for spectrum at 700 MHkzommmence in the Spring @000.
Recovered from analog broadcasters operating on channels 60-69, this spectrum can support
high-speed middle mile, last mile, and last one hundred feet services, depending upon system
configurations. Auctions are also planned for more 24 MHz (formerly DEMS) spettrum.

e Although its use requires no action on our part, we note that unlicensed spectrum at 900
MHz, 2.4 GHz spread spectrum, and the 5.8 GHz UNII band are all capable of supporting
high-speed middle miles, last miles, and 30 feet, depending upon design configuratidhs.
Although unlicensed operations have no legal protection from electromagnetic interference,
this “free” spectrum is uniquely affordable and suitable for non-critical high-speed
communications.

e We are also examining how best to encourage the development of secondary markets for
spectrum. Such markets have the potential to significantly reduce the cost of spectrum based

services™

e We are committed to examining the potential of new technologies such as ultra-wideband and
software defined radios, both of which enable increased use of spéttnara.will also
review existing regulations and licensing policies for satellite and wireless systems that share

spectrum bands to ensure that spectrum can be made available to all parties in an efficient and

effective manner. In doing so, we will address the full range of public interest issues
associated with licensing these services, including benefits to consumers and the impact on
other service®’ In the 18 GHz Proceeding, for instance, we designated spectrum for primary
use by satellite systems so that we could adopt a blanket licensing regime for satellite earth
stations. This action will facilitate mass market deployment of the next generation of satellite

% See Amendment of Part 2 of the Commission’s Rules to Allocate Additional Spectrum to the Inter-Satellite,

Fixed, and Mobile Serivces and to Permit Unlicensed Devices to Use Certain Segments in the 50.2-50.4 GHz
and 51.4-71.0 GHz Bangslotice of Proposed Rulemkaing, 14 FCC Rcd 12473 (1999).

01 Spectrum Reallocation Policy Statemert,FCC Red 19868.

402 5ee Amendments to Parts 1, 2, 87 and 101 of the Commission's Rules To License Fixed Services at 24 GHz

WT Docket No. 99-327, Report & Order, FCC 00-272 (rel. Aug. 1, 2000).

493 | ast 100 feet configurations tend to employ low power short-range omnidirectional antenna, whereas middle-

mile configurations tend to employ maximum power (1 watt) with high-gain point-to-point directional antenna.
04 See Spectrum Reallocation Policy StatembhCC Red 19868.

%5 See Amendment of Part 15 of the Commission’s Rules Regarding Spread SpectrumNitideesf

Proposed Rulemaking, 14 FCC Rcd 13046 (199@jyiry Regarding Software Defined Radid&tice of
Inquiry, 15 FCC Rcd 5940 (2000).

%% See, e.g., Onsat Petition for Declaratory Order, Waiver and Request for Expedited Rittidin. SAT-

PDR-19990910-00091, Public Notice Report No. SA- 00026 (rel. Sept. 23, La98ission Launches Earth
Station Streamlining InitiativePublic Notice, DA 99-1259 (rel. June 25, 1999)YCC Requests Concerning
Licensing and Loading Standards for Earth Stations in the Fixed-Satellite S&re8649, Public Notice
Report No. 2334 (rel. June 11, 1999).

105



Federal Communications Commission FCC 00-290

high-speed servicg’

e We will also consider granting waivers of the commercial mobile radio service (CMRS)
spectrum aggregation limit to CMRS providers where the limit proves to be an impediment to
the deployment of Third Generation (3G) or other advanced sefVices.

e The FCC currently permits Direct Broadcast Satellite providers to utilize up to 50% of their
capacity for ancillary servicéS. Such ancillary services could include high speed digital
services. We will consider further relaxing limits on use of ancillary services.

e We will continue to adopt pro-competitive policies governing the use of cable wiring inside
multiple dwelling units. To facilitate competition from alternative providers, we have
established rules that govern the disposition of the incumbent cable operator’s wiring once it
no longer has a right to serve multiple dwelling utiitswe are currently considering whether
additional measures are necessary to enhance the ability of service providers to use existing
cable41\/lviring to offer traditional and advanced services to residents of multiple dwelling
units.

e We will use the enforcement authority available to us to ensure that any advanced services or
components of advanced services that are covered by our section 255 rules fully comply with
those disabilityaccess requirements.

e We will continue to assess thecessillity of advanced services networks to people with
disabilities in order to determine if further regulatory action is warranted. For example, we
are currently inquiring into the acceshkp of IP telephony to persons with disabilities and
will soon release our report on that issue.

e Recognizing that whether persons with disabilities lzpeess to advanced services
infrastructure increasingly includes evolving equipment and technologies, we are monitoring
the new types of equipment networks so that our policies and rules remain current with

97 See Redesignation of the 17.7-19.7 GHz Frequency BandkeBlaicensing of Satellite Earth Stations in the

17.7-20.2 GHz and 27.5-30.0 GHz Frequency Bands, andlitheation of Additional Spectrum in the 17.3-17.8
GHz Frequency Bands for Broadcast@lite Service UseReport and Order, FCC 00-212 (rel. June 22, 2000).

% See 1998 Biennal Regulatory Review—Spectrum Aggregation Limits for Wireless Telecommunications

Carriers, Report and Order, FCC 99-224, para. 82 (rel. Sept. 22, 1999). Carriers are generally permitted to hold
attributable interests in up to 45 MHz of CMRS spectrum, with a higher limit of 55 MHz in rural areas.

99 See DBS Auction Ordetl FCC Rcd 9712, para. 17 (199%ee also Petition of United States Satellite
Broadcasting Company, Inc. for Declaratory Ruling Regarding Permissible Uses of the Direct Broadcast
Satellite Servicel FCC Rcd 977, 977 (1986).

10 Seeq7 C.F.R. §§ 76.804-76.808¢ce alsai7 C.F.R. §§ 76.801-76.802 (disposition of wiring within a
residence).

11 seeTelecommunications Services - Inside WiriRgport and Order and Second Further Notice of Proposed

Rulemaking, 13 FCC Rcd 3659 (1990aple Home Run Wiring R&O
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emerging technologies and do not simply react to tem.

We will consider improving the data we collect on broadband services so that we may better
understand deployment within zip codes, the speed of connections available to individual
classrooms, the role of small service providers, and private line networks.

C. Additional Actions

268. During the course of our field hearings and analyses, we have received an array of

recommendations that may have considerable potential to encourage investment in and stimulate
demand for advanced telecommunications capability. We believe that these recommendations
should be considered by the appropriate authorities.

» Compile and Disseminate Additional Data.addition to the data we collect states and other

entities may find it useful to collect other information regarding providers in their states.

Programs Designed to Stimulate Demaridemand for services drives deployment of

advanced telecommunications capability, and, thus, programs designed to increase consumers’
interest in, and use of, advanced technologies and services will likely spur further deployment.
There are several types of programs that may be able to help increase consumer demand.

Grant programs to assist state, local, and tribal governments, health care providers, schools,
and community-based organizations with technology purchases and traigin®TIA’s
Technology Opportunities Program).

Technology education programs to increase consumer use of the many resources available on
the Internet, such as access to health care information and education.

Programs to stimulate computer ownership and home Internet access.
Technology skills and career programs.

Technology education programs designed to teach business customers how e-commerce and
Internet technology can affect their businesses.

Programs to promote telemedicine applications.

Tax credits for businesses with high telecommunications demand to local in rural and other
underserved areas.

Reduce the Cost of Deploymeiitrograms designed to reduce the cost and risk of deploying
advanced telecommunications capability should increase incentives for investneagssany
infrastructure. Programs that have been suggested include the following:

Low-interest loans for service providers and builders of infrastructure to support advanced
telecommunications capability.

412

Additional expert advice in this area is provided to us by the FCC'’s Technological Advisory Council, which

was convened in 199%eeFCC Requests Nominations for Membership on the Technical Advisory Council
Public Notice, DA-98-8024 (rel. Dec. 1, 1998).
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e Loan guarantees for builders of infrastructure to support advanced telecommunications
capability.

e Tax credits for service providers investing in high-speed facilities.
e Sales tax credits for equipment used to deliver advanced telecommunications capability.
» Integrate Telecommunications and Economic Development Policies

e Develop a better understanding of the role of telecommunications infrastructure in business
expansion and location decisions.

e Incorporate telecommunications policy into economic development plans at the state and local
levels.

Increase Funding for Technological and Telecommunications Research and Development,
Particularly for Technological Solutions to Serving Remote and Low Demand Areas.

VIl. ORDERING CLAUSE

269. Accordingly, IT IS ORDERED that, pursuant to section 706 of the
Telecommunications Act of 1996, this Report is ADOPTED

FEDERAL COMMUNICATIONS COMMISSION

Magalie Roman Salas,

Secretary
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